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Principles Involved in Income 
Tax Reduction 


By Hon. Garrarp B. WINSTON* 


HERE is no reason why the subject of taxa- 

tion cannot be approached from a purely non- 

partisan viewpoint. The outstanding features 
of the Mellon plan is the Secretary’s recommenda- 
tion for a reduction of the high surtaxes. Similar 
recommendations have been made by the last two 
preceding Secretaries of the Treasury, both of 
whom held their offices under a Democratic Presi- 
dent. There is nothing po- 
litical in recommending a 
sound basis of taxation. It 
is simply common sense. 





EREIN the case for tax reduction is 


or it sought an undue profit so as to have more left 
when the tax collector was through. So high taxes 
have always meant a high price level, and the tax 
is really paid by every man, woman and child in 
the country, and not alone by the persons actually 
giving their checks to the Government. 

It is for this basic reason that the present question 
of tax reform is not how much each individual tax- 
payer reduces his direct con- 
tribution, although this, of 
course, is a powerful influ- 


Let us, then, look at this 
subject as each one of you 
would soberly consider it, 
without the play of crowd 
psychology, which is the po- 
litical method of approach- 
ing a subject. The Govern- 
ment is the people. To fight 
a war it needs much money. 
To conduct its manifold ac- 
tivities in time of peace, it 
still needs money, but in 
lesser amount. Whatever it 
does need, it must take from 
the people. There is no other 


presented in line with the viewpoint 


of the administration. Although the question- 
able postulate that income taxes are generally 
shifted to the consumer is not entirely avoided, 
chief emphasis is placed on a sounder basis— 
that of the apparent futility of excessive tax 
rates from a fiscal aspect. Special considera- 
tion is given to the position of the Treasury 
Department as to the possibility of granting a 
soldier’s bonus and at the same time substan- 
tially reduce taxes. 

The history of the enactment of other tax 
laws shows that the Senate is disposed to act 
independently, hence it is not improbable that 
the tax rates finally enacted into law will be 
more like the Mellon rate schedule that the 
action of the House now indicates. 


ence upon the individual af- 
fected; the real problem to 
determine is what plan re- 
sults in the least burden to 
the people and the most 
revenue to the Government. 


As a preliminary to any 
tax reduction the needs and 
commitments of the Govern- 
ment must be assured. These 
fix the minimum below 
which relief cannot extend. 


-In the last few years the 


Government has so. cut 
down its expenses by strict 
economy through an intel- 


source of income and no 
other means of taking except 
taxes. Now, taxes have a history of ultimately find- 
ing their way down to the consumer. True, in the 
earlier years of the imposition of a new tax the 
person upon whom the burden directly falls pays 
the tax, but he immediately casts around for means 
to shift this burden from his shoulders to another’s 
and with this shift is almost invariably added some- 
thing of additional profit. I have never understood, 
for instance, that an excess-profits tax upon a cor- 
poration influenced it to decrease its profit and 
thus its tax. On the contrary, it either quit business 
because unprofitable when compared with the risk, 


* Under Secretary of the Treasury. Address before the Chamber 
of Commerce of the United States, Northern Central Division. 
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ligent budget system, and 

increased its revenues by the 
restoration generally of a more prosperous condi- 
tion in the country, that for the past two years it 
has shown a surplus of about $310,000,000 a year, 
and the estimated surplus for the fiscal year 1924 
is $329,000,000. This is the margin available. 

I wish to say just a word about Government sur- 
plus, for many seem to look upon it as a deposit of 
cash in bank which would be available for expendi- 
ture today. Such is not the case. At the peak of 
the public debt we owed about twenty-six and one- 
half billion dollars, and we now owe just less than 
twenty-two billion dollars. Of this public debt, 
about one billion dollars is in short-time certificates, 
having a maturity of less than a year, and four 
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billion dollars in notes maturing during the next 
four years. On each of the four quarterly tax-pay- 
ment dates the Government issues its Treasury cer- 
tificates to keep stable the money market during 
tax payments and to give the Government funds 
with which to operate until the next payment. In 
other words, at least four times a year the Govern- 
ment is borrowing money. So an excess of receipts 
over expenditures for any 3-months period simply 
results in smaller borrowing for the next period, 
and not at all in an accumulation of cash. It is 
an automatic reduction of debt. Just as in your 
business, if you were heavily in debt to the banks, 
you would renew your paper for lesser amount each 
ninety days as you accumulated funds. It is true, 
therefore, that every new expenditure must be paid 
out of new borrowings. The sinking fund, which 
is part of the Budget of regular Governmental ex- 
penditures, now takes care of about $300,000,000 
a year, and the British repayments and other less 
important items bring the amount of debt reduction 
annually to about half a billion dollars per year. 
It is felt that the desirability of further debt reduc- 
tion out of surplus receipts is not so great as the 
right of the people to share in the greater prosperity 
of the Government by a lessening of their tax bur- 
den. Based upon these premises, the Mellon plan 
of comprehensive tax reduction was worked out. 


Briefly, the bill gives a credit of 25 per cent for 
earned income, reduces the normal and surtax rates, 
makes changes in the interest of simplicity and 
clarity, eliminates methods of tax avoidance, and 
provides a more satisfactory method of determining 
tax liability. In addition, Mr. Mellon recommended 
the repeal of the telegraph and admission taxes. 


No Favoritism Intended 


These recommendations were not drawn with 
the idea of favoring one class over another, but 
every payer of a personal income tax is benefited. 
About 70 per cent of the loss of revenue to the 
Government from the recommendations comes in 
the brackets of income under $10,000 a year, and 
only 2% per cent of the loss of revenue from income 
in excess of $100,000 a year, and it is estimated that 
even this 2% per cent will be more than made up 
in the second year of the operation of the law. It 
is not a rich man’s bill; it is not a poor man’s bill; 
it is fair to all. ; 


The reception of Mr. Mellon’s recommendations 
is worthy of the courage and statesmanship of their 
author. Both the press and the public have been 
favorable. It is true, of course, that attacks have 
been made on the bill for purely political purposes. 
Senator Johnson charges the Administration with 
overtaxing the people, apparently because receipts 
under the law now sought to be amended exceed 
present expenditures, which have been reduced by 
the strictest governmental economy, and he pro- 
poses as a remedy the reduction only of the tax 
paid directly by the smalier taxpayer. This ignores 
completely the higher taxes paid indirectly by those 
same persons through the economically unsound 
basis of taxation which Mr. Mellon now seeks to 
correct. Mr. Garner, the minority representative 
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upon the Ways and Means Committee, presents a 
plan, the guiding principle of which is the complete 
exemption of the largest number of taxpayers from 
any tax at all, and again ignores utterly the econ- 
omic feature of taxation. Mr. Frear, of Wisconsin, 
proposes to restore all high war taxation and to 
put on the books taxes ineffective to produce rev- 
enue. 


I shall not discuss the details of these plans. 
There are, however, two distinct lines of political 
opposition. These are represented by those in 
favor of the bonus, who seek to ride two horses, 
and those who feel that because a man of large 
income also receives the benefit, on that ground 
alone, the plan must be wrong, irrespective of its 
benefit to the country as a whole. 


The popular demand for tax reduction has become 
so insistent that even the bonus advocates cannot 
ignore it. Effort has, therefore, been made to show 
that we can have both bonus and tax reduction; 
eat your cake and have it. The Treasury is con- 
cerned solely with the fiscal effects of a bonus 
commitment, and it is from this viewpoint alone 
that I shall approach the subject. The bonus bill, 
in the form that it was vetoed by President Hard- 
ing, has been reintroduced in the present Congress, 
and I understand is the one which the American 
Legion expects will be passed. This bill has three 
options: vocational training, farm and home aid, 
and the certificate plan. Since it is now five years 
after the war has closed and the men have gone 
into civilian employment, it is not expected that 
many will take vocational training, nor is it likely 
that a large number will desire the farm and home 
aid. The certificate plan will be the popular option. 
Accordingly, it was assumed, in the preparation 
of the Treasury’s figures, that 1 per cent would take 
vocational training, 9 per cent farm and home aid, 
and 90 per cent the certificates. It is this certificate 
plan, therefore, which is the most important. If 
we eliminate the 400,000 men whose bonus payment 
would be less than $50 and who would receive their 
payment in cash, there are something over four 
million men entitled to certificates. The certificate 
base is the number of days in service at $1 a day 
in this country, and $1.25 a day abroad or afloat, 
less the $60 bonus paid when the men were dis- 
charged. The average base is $408 per man. To 
this base is then added 25 per cent and the whole 
is compounded at 4% per cent per annum for twenty 
years. The figure thus obtained is the amount 
which each man will receive at the expiration of 
twenty years or his heirs will receive upon his 
earlier death. The average maturity value is $1,230 
per man, or a total of about $4,500,000,000. So much 
for the certificates themselves. This is twenty- 
year endowment insurance. We come now to the 
cash feature. 


The holder of a certificate may borrow on it for 
the first three years from the banks. At the end of 
three years the Government must take these loans 
up from the banks and thereafter the Government 
must make the loans. It is this three-year shifting 


of the governmental burden to the banks which 
gives the low appearance of cost to the Government 
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in the first three years. If you will notice, in the 
bonus arguments, the average cost is taken for the 
first three years and not for the first four years, 
and in no such figures has any amount been set 
aside annually for the payment of more than $3,000,- 
000,000 on maturity in twenty years. 


Looking at the problem on the expected percent- 
age of selection between the various options and a 
reasonable assumption that certain certificate hold- 
ers will borrow so as to realize cash in the present, 
it is figured by the Government Actuary that the 
total cost to the Government will be over $5,000,- 
000,000, of which a billion dollars comes in the first 
four years. It would take an average of $211,000,000 
a year to meet payments and sinking fund for the 
first twenty years, leaving something over $600,- 
000,000 payment which would drag along in 
the succeeding years and which could be taken care 
of by new legislation. Now, it must be obvious to 
you all that a commitment involving a direct cost 
to the Government in the next four years of $1,000,- 
000,000 is inconsistent with any comprehensive plan 
of tax reduction. 


I say this with the greater reason because I have 
mentioned only the direct cost; the indirect cost 
cannot be definitely calculated. I might indicate, 
however, two of the most conspicuous elements 
which would have their effect. During the next 
five years the Government has maturing over $8,- 
000,000,000 of its securities. At least $6,000,000,000 
of these will have to be refunded. The borrowing 
on the bonus certificates is likely to raise the gen- 
eral interest rate which the Government as well 
as the public will have to pay. The mere passage 
of the act will depress Government securities and 
raise the rate of return on them which the Govern- 
ment must meet when it goes into the market with 
new bonds. It has been the experience in those 
states where a bonus was paid that the majority 
of the recipients spent it rapidly. It was my own 
observation when the $60 bonus was paid on mus- 
tering out of the Army that the men did not go 
to work until the money was spent. We have these 
two conditions then, of increased demand and de- 
creased production ;—the effect on the general price 
level is inevitable. And again, the Government, 
as well as all of the people, would be required to 
meet this level. I think you will agree that under 
these circumstances, if such a bill becomes a law, 
Mr. Mellon’s statement that we will not see a com- 
prehensive plan of tax reduction in this generation 
is a sound prediction. 

I come now to surtaxes. It is the aim of a 
sound scheme of taxation to bring money into the 
Government with the least disturbance to the 
people, and not to dry up the sources from which 
this revenue flows. During the war the Govern- 
ment imposed taxation at rates so high that except 


‘for the patriotic willingness of all the people to 


share in the burden, the rates would have become 
completely ineffectual. Since the close of the war 
and the restoration of peace-time conditions of busi- 
ness and thought, this motive has ceased to be 
material and all people have come to look on taxes 
not as a patriotic duty, but as a business expense, 
which they treat in a business way and avoid as 
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much of this expense as is possible. It has always 
been the teaching of history that taxes inherently 
excessive are not paid. We have no reason to ex- 
pect different results here in America. 

We now have on our statute books an income 
tax, normal and surtax, aggregating 56 per cent 
on incomes over $100,000, and 58 per cent for in- 
comes over $200,000. This is a remnant of war-time 
taxation, and is defended upon the theory that it 
is the best way to get revenue consistent with the 
ability of the citizen to pay. Let us consider how 
this theory works out in practice. The last figures 
available in statistical form are those for the tax- 
able year 1921 returned in 1922. If we take as a 
class incomes of $300,000 and over and the six-year 
period during which income taxes have been really 
material, we can learn whether the tax will con- 
tinue to be a revenue producer to the Government, 
or whether it is drying up the very source from 
which the Government derives its revenue. In 1916 
there were about 1,300 men in this class. By 1921 
that number had dropped to less than 250. In 
1916 the total income of this class was nearly $1,- 
000,000,000. In the last of the six-year period it 
was $150,000,000. This, of course, does not mean 
that the country had less income in the later year 
than in the earlier year. As a matter of fact, the 
income reported in the first year by all classes 
was some $6,000,000,000, and in the last year some 
$19,000,000,000. If now we take the total surtax 
collected from all classes, we find that in 1916 the 
$300,000 class paid 66 per cent of the total surtaxes, 
whereas in 1921 it paid only 20 per cent. There 
may be slight variations in the figures, depending 
upon years of unusual prosperity or the reverse, 
but the trend is continuous and all one way. If 
any statistical curve of diminishing return can be 
computed which gives us an insight into probable 
ultimate results, I think the figures on high sur- 
taxes give this curve for the Government’s revenues. 
It is time we got back to peace-time taxation. 


A Practical Example 


Mr. Mellon proposes a 25 per cent surtax and 6 
per cent normal tax, a total of 31 per cent. The 
Treasury has been asked how this figure was deter- 
mined. The situation again is one in which ordi- 
nary business experience must give the answer. 
If you are manufacturing a motor car or a hairpin, 
you will endeavor to fix a price for your article at 
a point which will yield you a profit and at the same 
time stimulate demand for your product. If you 
put your price too low, your sales are large but 
your profits small; if you put your price too high, 
your profit for each article is high but your sales 
so fall off that your total profit again is low. Some- 
where between these extremes is the price at which 
you will make the most money. Now, an income 
tax is no more than the price which the Government 
charges for the privilege of having taxable income. 
If the price is too low, the Government’s revenue 
is not large enough; if the price is too high, the 
taxpayer, through the many means readily to hand, 
avoids a taxable income, and the Government gets 
less out of a high tax than it would out of a lower 
tax. Again, what is the proper figure between these 
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extremes is one not determinable with absolute 
accuracy. It is the opinion of some authorities on 
taxation that this figure is below 15 per cent. 
None of them goes as high as 25 per cent. Clearly, 
58 per cent is excessive. For example, an investor 
is offered a prospect of going into a business return- 
ing, before taxes, 11 per cent. He can buy a mu- 
nicipal bond paying 4% per cent, and if his income 
is large he gets the same return from the bond as 
from his business. Now, no business returning 11 
per cent net is as sound as a municipal bond. As 
a consequence, the investor puts his money into 
tax-exempts, the Government gets no tax at all, 
and productive business is starved. Each of you 
must have known of at least one new project which 
‘was never consummated for no other reason than 
high surtaxes. With the Mellon rate of 31 per 
cent, being 6 per cent normal and 25 per cent surtax, 
an investment yielding 6% per cent would be the 
equivalent of the 4% per cent tax-exempt. Busi- 
nesses with reasonable assurance of such a-return 
can be found, with the speculative probability of 
greater return. The investor, with the chance of 
making more, will accept the business and reject 
the tax-exempt. As a consequence, he has a taxable 
income in which the Government shares, instead of 
an income giving no revenue whatsoever to the 
Government. An interesting illustration of this 
situation is that in 1916, with surtax rates running 
up to 10 per cent as a maximum, the Government 
collected from the $300,000 class $81,000,000 in sur- 
taxes. In 1921, with the surtax reaching 65 per cent, 
the Government collected from the same class of 
taxpayers $84,000,000. In other words, the Gov- 
ernment got substantially the same from high in- 
comes on a 10 per cent surtax as it got on a 65 per 
cent surtax. When there is peace in taxation as 
well as internationally, it is probable that ten per 
cent, the old Hebrew tithe, which was always con- 
sidered a heavy tax, will yield the most revenue 
with the least drying up of the source. 


Would Safeguard Initiative 


If high surtaxes were simply becoming ineffec- 
tive, we might let the system stand until the Gov- 
ernment should be obliged to seek other sources 
of revenue, but there is a much more serious harm 
involved. Initiative has always been the most valu- 
able American characteristic. It was this spirit in 
our ancestors which brought them to this country. 
It was this spirit which peopled and developed the 
West. It is this spirit extended into business which 
has made America the prosperous nation that it is. 
To kill or to throttle this spirit is to destroy our 
future. A man who has acquired wealth and now 
possesses it, need not and does not worry about 
high surtaxes. There are $12,000,000,000 of fully 
tax-exempt securities available to the public to 
which present wealth can be diverted. There are 
other ways of avoiding a taxable income. But it 
is the man who is making wealth upon whom the 
full burden of the tax rests and who is without 
opportunity of avoiding any share of its weight. 
Under the present law, at $50,000 a man pays 31 
per cent, at $75,000 43 per cent, at $100,000 56 per 
cent. The high surtaxes, therefore, are borne not 
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only by the extreme incomes, but by the middle 
incomes. To share not at all in a man’s losses 
and to take one-half of his gains, making him work 
three days out of six for the Government, is to 
impose odds too heavy to be borne. More and 
more the business adventure becomes too hazardous 
and the high spirit of initiative disappears in dis- 
couragement. An economic system which permits 
wealth in existence to escape its share in the ex- 
pense of the Government and wealth in creation to 
be penalized until the creative spirit is destroyed, 
cannot be the right system for America. 


No idea has ever been presented without its 
being subject to attack in its details. We all know 
how easy it is from one motive or another to com- 
plain that one feature of a plan should be this in- 
stead of that, and how difficult it is to establish a 
plan as a whole. It is the difference between a con- 
structive and a destructive mind. There are details 
in the plan which I might wish to change; there are 
some which you may wish to have different; but I 
can say to you frankly that the Treasury bill has 
been prepared without favor and without prejudice. 
It represents the experience of the United States 
Treasury. There is no partisanship in its make-up. 
You cannot succeed with a multiplicity of conflict- 
ing remedies for an intricate situation. If you be- 
lieve the bill is fair and on a sound basis, it should 
have your unqualified backing. 





Additional Time Given Corporations to 
Make Final Returns 


N EXTENSION of time to June 15 has been 

given domestic corporations in which to make 
final returns for the calendar year 1923, the fiscal 
year ended January 31, 1924, and the fiscal year 
ended February 29, 1924. Tentative returns must, 
however, be made by March 15, and must be accom- 
panied by payment of one-fourth of the estimated 
tax. The text of Treasury Decision 3550, which is 
authority for permission to defer the final returns 
follows: 


Under the authority of Section 227 of the Revenue Act of 
1921, a general extension of time is hereby granted domestic 
corporations up to and including June 15, 1924, for completing 
returns of income for the calendar year 1923, the fiscal year 
ended January 31, 1924, and the fiscal year ending February 
29, 1924, conditional upon the filing of tentative returns with the 
proper Collector of Internal Revenue on or before March 15, 
April 15 and May 15, 1924, respectively, accompanied with at 
least one-fourth of the estimated amount of tax due, together 
with a statement setting forth the reason why the return can- 
not be completed within the prescribed time, and a formal 
request for the extension. 


Tentative returns submitted in accordance with the fore- 
going should be on Form 1120 for the calendar year, and on 
Form 1120A for a fiscal year, on which should be written plainly 
across the face “Tentative Return.” Only the name and ad- 
dress of the corporation and the estimated amount, if any, of 
the tax due need be stated. 


Any deficiency in the first installment as determined upon 
submission of the final return will bear interest at the rate of 
six per cent per annum from March 15, April 15, or May 15, 
1924, respectively. 


The Republicans seem to feel that there is something un- 
sportsmanlike and unethical in the Democrats’ proposing to cut 
taxes more than Mr. Mellon suggested—Nashville Southern- 
Lumberman. 
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Observations on Decentralization 
of the Internal Revenue Bureau 


By FERDINAND TANNENBAUM* 


QUAL in volume to the present demand for 
EL, reduction in tax levies is that for a more 

speedy and satisfactory determination of the 
correctness of payments of income and profits taxes. 
The taxpayer not only desires to have his liability 
settled, but what is more important, settled speedily 
and promptly and to his satisfaction. { Decentraliza- 
tion of the work of the Bureau of Internal Revenue 
has been strongly urged as a cure for all the diffi- 
culties experienced by the taxpayer. It has been 
tried, in a very limited de- 
gree) A complete decen- 
tralization has not been ad- 
vocated by ‘Treasury off- 
cials, but a modified plan is 
at present under considera- 
tion. 

{Decentralization in its 
broadest aspects involves 
the separation of the Bu- 
reau of Internal Revenue 
into several distinct and sep- 
arate units, each unit to 
function as an administra- 
tive and quasi judicial body 
in a certain section of the 
United States} The modifi- 
cations of this plan extend 
to the latest recommenda- 
tion of the Treasury Depart- 
ment in connection with pro- 
posed legislation, namely the creation of a tax board 
of a size large enough to permit its members to sit 
in different sections of the country for the purpose 
of hearing appeals from the proposed action of 
the officials of the Bureau in Washington. (Since 
this Tax Board is to have no official connection 
with the Bureau, the plan cannot technically be 
designated as one for the decentralization of the 
Bureau.) It is rather the creation of an appeal board 
above the Bureau with the power to function in any 
locality under the direction of its chairman and 
the Secretary of the Treasury. 


To the layman, unacquainted with the details of 
the administration of the tax laws of the Federal 
Government, the problems are known only by a 
limited number of cases which come to his atten- 
tion. The same is true of the average attorney or 
agent practicing before the Bureau. Little do any of 
them realize the size or extent of the problems or 
the necessity for a close supervision of all of the 
details by a well organized group of men directed 
by a real, able and forceful administrator. 


system. 





*Counselor at law, 


New York. Former Assistant Solicitor of 
Internal Revenue. 


ANY taxpayers have found delay in 
administration of the income tax to have 
proved so costly that they are disposed to feel 
that legislation which will improve this phase 
of the income tax is equally if not more im- 
portant than tax reduction. 
Decentralization of the Income Tax Bureau 
has been recommended as the solution for much 
of the delay and dissatisfaction. 


in this article considers just how far the process 
of decentralization may be carried without 
destroying the effectiveness of the tax audit 


Consideration is also given to the 
factors involved in application of the plan as 
provided in the Mellon bill for a Tax Appeal 
Board of 28 members, divisions of which are 
to sit locally to hear tax appeals. 
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The problems begin with the framing of revenue 
legislation where the initial work must be done 
by experienced economists, lawyers and actuaries 
thoroughly familiar with every aspect of the ques- 
tions. These men can only gain the necessary 
knowledge and experience by constant contact with 
the administration of the law in existence and by 
having in their possession the data accumulated in 
the place where the work is done. A decentralized 
Bureau would, to the extent of the decentraliza- 
tion, handicap their ability 
and their work. The same 
thing is true of the drafts- 
men of the regulations which 
interpret the legislation to 
provide for the details of col- 
lection. 


After the regulations are 
promulgated, forms for the 
filing of returns must be pre- 
pared for the taxpayers. 
This work of necessity can- 
not be delegated to experts 
who are not in close touch 
with both the authors of the 
law and the regulations. 
Furthermore, the responsi- 
bility for this work cannot 
be delegated to officials in 
different parts of the coun- 
try. 

Obviously the taxes must be collected in the juris- 
diction in which the taxpayer has his residence or 
place of business. The mere collection of taxes in- 
volves the performance of a purely administrative 
duty. There should be no possible objection to the 
action of the Collectors in the performance of this 
duty unless the Collector is called upon to exercise 
discretion. When the law has provided for such 
an exercise, many complaints have been registered. 
Some of these have been due to political preferences 
and others to the failure on the part of the local ad- 
ministrative officer to grasp the real significance 
of the problems involved.) An example of a past 
couse for criticism was the acceptance of claims 
in abatement and the withholding of distraint pro- 
ceedings, where the situation became so grave that 
provision was made in Section 250 of the Revenue 
Act of 1921 for appeals prior to assessments. 


Compromise offers have been the subject of final 
determination in the Bureau of Internal Revenue 
instead of in the Collector’s office. This, of course, 
is due primarily to the necessity for an audit, but 
a secondary reason and one which in all probability 
would be the determining factor in connection with 
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any comprehensive measure for decentralization, is 
that the power of compromise is so extensive and 
involves the exercise of so much discretion that a 
purely administrative officer, untrained in the law 
and liable to be swayed by politics, is incapable of 
finally disposing of the offer. 


The returns of the large taxpayers are all sub- 
mitted to the Bureau of Internal Revenue in Wash- 
ington for audit. This audit must, of necessity, be 
undertaken by experts} The auditor not only must 
be thoroughly familiar with the provisions of the 
tax law applicable to the return in question, but in 
most instances must know the details of the business 
in which the taxpayer is engaged. The auditor who 
decides questions relating to the valuation of the 
inventories of a woolen manufacturer could not be 
expected to understand the return of a coal oper- 
ator. Likewise, the auditor, equipped by training 
for the audit of individual returns for people en- 
gaged in small businesses, might be in a complete 
maze when confronted with the probiems involved 
in adjusting income of a consolidated corporate 
group. Jhe auditor of returns of insurance com- 
panies might be incompetent to fix the value of 
an oil well as of March 1, 1913, or a discovery date 
thereafter. Such examples of technical skiil required 
in the examination of income tax returns could be 
multiplied indefinitely. (Decentralization of the 
auditing forces of the Bureau of Internal Revenue 
would necessitate the assignment of an expert in 
every line to the particular locality in which the 
returns are to be audited. The result would prob- 
ably be not only the extension of the auditing forces 
of the Bureau of Internal Revenue to a great size, 
but also the employment of unqualified officials. In 
addition, the experience derived from extensive per- 
sonal contacts, within the Bureau, could not be 
availed of in the disposition of cases. This contact 
is of far more importance than is realized.) 


Objections to Decentralization 


Perhaps the most important consideration in con- 
nection with the problem of complete decentraliza- 
tion is that arising from the removal of returns from 
Washington for the purpose of audits. Millions of 
doliars in taxes are annually collected because it is 
possible to compare a deduction of one taxpayer 
with the inclusion in income by another of the 
amount of the deduction. Uniformity in rulings has 
also resulted because of the bringing together of 
all returns or cases of one character in considering 
the questions in the return of a single one.) Injus- 
tices are prevented by a uniform disposal of the 
questions. In the application of the relief sections 
of the profits tax acts, proper comparatives may be 
found only because of the accessibility of the infor- 
mation. Fraud is found in many instances as the 
result of the examination of one return in the light 
of information contained in others. The solution 
of complex legal problems is facilitated because of 
the large number of cases of a diversified character 
with which the attorneys deal on account of the 
reference of all of the large cases to Washington. 
Whether it be the establishment of a reasonable 
salary allowance or an allowance for exhaustion, ob- 
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solescence or depletion; whether it be the deter- 
mination of the value of property as of a certain 
date or reconstruction cost thereof; or whether it be 
the solution of a question as to the application of 
certain rates of tax to certain fiscal years or the 
character of the product which will permit amortiza- 
tion of facilities for its manufacture; the taxpayer 
as a class is benefited by the experience derived by 
centralization. Just as businesses are inter-related, 
so the determination of tax problems relating to 
one business affects others which are not before the 
officials making the decisions and to the extent that 
such officials are familiar with the ramifications of 
the problems, the decision will be more satisfactory. 


Revenue agents make investigations as the result 
of directions from the auditing forces in Washing- 
ton or under orders from local offices.) The reports 
of these agents were formerly forwarded to Wash- 
ington for examination and audit and the taxpayer 
was then notified of the result. A measure of de- 
centralization, and one which is to be commended, 
has been afforded by a recent ruling which permits 
taxpayers to be heard on the merits of these reports 
prior to their transmittal. The result will undoubt- 
edly be the settlement of many questions of fact 
which have been the subject of needless contro- 
versies and expense to the taxpayer, without the 
necessity of a trip to Washington. | However, the 
settlement of disputed facts between the agent and 
the taxpayer before a tribunal in the locality must 
not be confused with the settlement of an audit 
made by experts in Washington. The latter settle- 
ment is much broader in its scope and if made in 
the locality of the taxpayer by other than a high 
salaried and competent expert who has the advan- 
tage of expert advice by an auditor and lawyer, 
none of whom are swayed by political considera- 
tions, would be more unsatisfactory to the tax- 
paying public than the present system. 


The problems related to the decentralization of 
an appeal board or court constituted to hear and 
decide cases appealed from the decision of the In- 
come ‘T'ax Unit or the Commissioner of Internal 
Revenue are not so serious. When a case reaches 
an appeal board, it has already been considered by 
the experts from whose decision it has been ap- 
pealed,, The tribunal has the facts upon which the 
prior decision was made and the arguments in re- 
gard thereto both by the taxpayer and the govern- 
ment. Therefore, it is immaterial where the appeal 
board sits for the hearing. It is as convenient for 
the government representatives to present their case 
in one part of the country as in another. If any 
inconvenience is .to result from its presentation, 
the taxpayer should not bear it. The only incon- 
veniences which the taxpayer must suffer are those 
necessitated by efficient administration, and it is 
preferable to maintain such efficiency than it is to 
attempt to satisfy the relatively small number of 
taxpayers who contest a decision in cases after an 
opportunity has been afforded in the locality of the 
taxpayer for a hearing on a revenue agent’s report 
and, in case of further dispute, the privilege of sub- 
mitting affidavits of fact and written briefs without 
an appearance in Washington has been given. 

(Continued on page 81) 
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Both Tax Reduction and the 
Bonus Possible 


By Hon. A. Piatt ANDREW 


OR the past month the whole country has re- 
F jcicea in the prospect of lower taxes.* So far as 

I know, everybody favors tax reduction, in 
every locality, in every occupation and regardless of 
party. This is as true of Congress as it is of the 
public at large. 


The idea has been widely circulated, however, 
that taxes can not be lifted, or at any rate to any- 
thing like the amount proposed, if the so-called 
“soldiers’ bonus” is to be paid. There has developed 
a very highly organized effort to persuade the public 
of this and to enlist their opposition to adjusted 
compensation upon this 
basis. It is to this vital 
phase of the subject that I 
want to direct attention. 


I have no serious conten- 
tion with those who oppose 
adjusted compensation on 
the general ground that it 
was the privilege of youth to 
serve the country, and that 
the veterans can have no 
greater reward than _ the 
proud memory of their serv- 
ice in the war. My own 
personal conviction is that 
the country treated its vet- 
erans with little generosity 
when they returned. It 
treated them far less 'gener-_ 
ously than Canada did her ; 
veterans. It compensated 
far less liberally those whose youth and strength 
and industrial opportunities had been drafted than 
those who had contracted to furnish shells and steel 
and aluminum. It left them at a manifest disad- 
vantage as compared with the majority of men of 
the same age who had remained during the war in 
civil life. The desire to offer them something more 
substantial. than the banquets and speeches with 
which they had been welcomed home was very 
widely feit in the years immediately following the 
war. It was quickly espoused by both political 
parties, in whose platforms it was virtually pledged 
four years ago.: It was registered in the vote of an 
overwhelming majority of both houses of Congress. 

President Harding repeatedly endorsed the idea 
and voiced his hope that the time would come when 
such a “bestowal of gratitude” could be made. The 
years, however, have gone by, and, like a much 
overdue doctor’s bill for services warmly appre- 
ciated when rendered, the fulfilment of the pledge 
has now become annoying to many people and is 
resented by them. They would rather break faith 
with their erstwhile defenders than pay the debt 


*Republished from Commerce and Finance. 


herein presented. 


ber, 1918. 


Qe in this issue arguments 
showing why a bonus bill should not be 
passed are presented at length by Hon. Garrard 
B. Winston, Under Secretary of the Treasury. 
The Hon. A. Piatt Andrew, member of the 
House of Representatives from Massachusetts, 
takes an opposing view and his reasons are 


Mr. Andrew served as Assistant Secretary 
of the Treasury 1908-1911. He is a specialist 
in the field of political economy. 
assistant professor of economics at Harvard 
from 1900-1909. During the world war he 
served in France continuously for four and 
a half years, first with the French, and later 
with the United States army in which he was 
commissioned a lieutenant colonel in Septem- 





which a short while ago was so widely recognized 
by the public and those in authority. All that is 
easily understood. It is the way of the world. 

What I resent, because it seems disingenuous, 
is the contention that adjusted compensation must 
not be paid because the country can not afford it. 
The argument has taken first one form, then 
another. First it was said that the adjustment must 
be postponed because the Liberty bonds were 
twelve or fifteen points below par. Then when they 
rose to par, it was said that we must wait until 
payment began to be made upon the foreign loans. 
When England has agreed 
to pay 160 millions or more 
annually for the next 62 
years, other financial reasons 
were marshaled out. Presi- 
dent Harding was induced 
to veto the bill in September, 
1922, on the basis of as- 
toundingly erroneous calcu- 
lations. He was told, as he 
stated in his veto message, 
that the country was face to 
face with a great emergency 
in that it was confronted 
with a deficit of $650,000,000. 
Yet, as a matter of fact, in 
that fiscal year we paid off 
613 millions of the govern- 
ment debt, more than 211 
millions in excess of all legal 
requirements, and still the 
Treasury ended the fiscal year with a balance to its 
credit of $370,000,000. The Treasury estimate of its 
balance sheet for 1923 which the President had 
been led to quote against the so-called “bonus” 
was more than twelve hundred million dollars in 
error. Today, the surplus can no longer be over- 
looked or disguised, and the argument on the basis 
of a deficit is no longer possible. So we are told 
that adjusted compensation can not be paid if taxes 
are reduced. J have looked into the figures with 
considerable care, and am convinced that this state- 
ment is quite as baseless as that given to President 
Harding in 1922. 

It is not vital to this contention that the succes- 
sive estimates of the cost of adjusted compensation 
prepared in the Treasury have grown larger and 
larger during the past three years. A comparison 
of the Treasury’s calculations shows surprising in- 
consistencies, even when the basis of calculation is 
quite unchanged. We shall cite only two of many 
instances, shown by comparing the estimates made 
by the Treasury actuary for the Senate Finance 
Committee Report of June 8, 1922, and those pre- 
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sented by the Secretary of the Treasury in his letter 
of December 18, 1923. The matters under consid- 
eration are identical in both cases, and the bases 
of calculation are the same, yet the figures contained 
in the Secretary’s letter of a month ago are double 
those made by the Treasury Actuary in June, 1922: 

(1) Estimated average cost of adjusted compen- 
sation for the first four years assuming that all 
(100 per cent) veterans chose the farm and home 
aid plan. 

Treasury estimate in McCumber report 


eer $222,000,000 
Treasury estimate in Secretary’s letter, 
December 18, 1923........... $475 ,000,000 


(2) Estimated average cost of adjusted compen- 
sation for the first four years assuming that all (100 
per cent) veterans chose the insurance certificate 
plan. 


Treasury estimate in McCumber report 


ck Serre $114,000,000 
Treasury estimate in Secretary’s letter, 
December 18, 1923........... $225 ,000,000 


As over 100,000 veterans had died in the period 
intervening between the two sets of estimates, one 
would naturally have expected the later estimates 
to be smaller than the former. But in both cases 
they were twice as large. The editor of the World’s 
Work, a vigorous opponent of adjusted compensa- 
tion, says in the January number of that review that 
the Treasury’s experts upon bonus calculations 
“were either bad guessers or they had deliberately 
misled the public.” But, even taking the estimates 
of cost contained in the Secretary’s most recent 
letter, the tables in the last Treasury report indicate 
that taxes can be repealed and lowered to the full 
extent recommended by him, and the government 
debt can be reduced to the full extent provided by 
law, yet, nevertheless, every obligation of adjusted 
compensation from the beginning to the end can 
be met without further borrowing and without other 
taxation. © 


Cites Treasury Figures 


Here are the figures. We had a balance in the 
Treasury last June of approximately $370,000,000 
and, according to the Secretary’s report, we shall 
probably accumulate during the present fiscal year 
a surplus of about $330,000,000. In other words, 
after reducing the debt by all of the requirements 
of the sinking fund and other provisions of law, we 
can, according to the Secretary’s estimates, have 
at the end of the present fiscal year, before any 
adjusted compensation payments are scheduled to 
begin, a balance of at least 700 millions, or nearly 
twice as much as the Secretary estimates that ad- 
justed compensation will cost for the following three 
years, or until June 30, 1927, namely, 364 millions. 


Compensation payments under the pending bill 
will begin in the fiscal year ending June 30, 1925, 
when as the Secretary proposes, and most mem- 
hers of the House and Senate sincerely desire, taxes 
will be reduced by no less than 320 millions. As- 
suming, then, that taxes are going to be reduced 
in the fiscal year ending June 30, 1925, by the whole 
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amount that the Secretary proposes, namely, $320,- 
000,000 per year (the excess of present revenues 
over present expenditures), it must not be forgotten 
that according to the President’s budget message 
a reduction in government expenditures of fully 
$260,000,000 is contemplated. If this economy is 
realized, and the remaining sources of revenue aver- 
age approximately the same (and the Secretary even 
says that the most important tax reduction which 
he recommends will actually increase revenues in 
that “the revenue from the reduced surtax rates 
will soon equal or exceed what would accrue at 
the present rates”) in the fiscal year 1925, when 
adjusted compensation payments are to start, nearly 
a billion dollars should be available out of which 
adjusted compensation can be paid, notwithstanding 
the very substantial repeal and reduction of taxes. 
According to the Secretary’s most recent estimates 
of the cost of adjusted compensation, vastly higher 
though they are than the estimates made by the 
Treasury actuary for the Senate Committee on 
Finance, the cost for the first year will be 161 mil- 
lions (Senate report 77 millions), and for the first 
four years 1,000 millions (Senate report 612 mil- 
lions). The Treasury, therefore, according to the 
best information available, should already have on 
hand in the fiscal year 1925 a sufficient sum to cover 
even the Secretary’s highest estimate of adjusted 
compensation cost, not only for that year but also 
for the three succeeding years. 


In a word, the Treasury can have on hand in 1925 
a sufficient balance to meet all compensation pay- 
ments up to June 30, 1928. 


For the following fifteen years, according to the 
Secretary’s calculations, adjusted compensation will 
cost on the average only about $45,000,000 yearly. 
If the balance between revenues and expenditures 
continues the same (which is quite possible even if 
the tax reduction of this year is followed by further 
tax reduction in years to come, when the remaining 
taxes become more fruitful) not only can these 
payments be easily met out of the Government’s 
surplus income, but the estimated heavier payment 
of the twentieth year to meet maturing insurance 
will be much more than amply covered by the accu- 
mulation of such income. 


Congress, in my judgment, can safely reduce 
taxes at the present time to the amount proposed, 
with reasonable assurance that the Government’s 
ordinary expenses can be met, the National. debt 
reduced as provided by law, and the longer overdue 
obligation to the veterans provided for without 
resort either to new taxes or new loans. Happily, 
we are not obliged to choose between tax reduction 
and adjusted compensation. We can meet the uni- 
versal desire to see taxes lowered to the full measure 
that the Secretary of the Treasury has proposed 


without in any way repudiating our pledge to the 
soldiers. 


NOTE—Secretary Mellon, on February 22, made public 
a letter to Representative La Guardia, of New York, in 
which he stated that a bonus could not be paid within the 
estimated Treasury surplus under any of the tax reduction 
plans. In the same communication the cost of the bonus 


was estimated at $5,085,833,687, with an average for the first 
four years of more than $250,000,000 a year. 
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Deductible Losses Under the Act 
of 1921 


By Eric G. LEANDER 


This is the sixth of a series of articles covering in general the 
computation of taxable income under the Revenue Act of 1921 


ONSIDERATION has been given previously 
ES this series to “net loss,” a statutory deduc- 
tion derived, as was explained, by computing 
net loss from the operation of a trade or business in 
the same way as is done for net income, taking into 
consideration any losses from the sale of real estate, 
machinery and other capital assets used in the busi- 
ness and, in the case of an individual, reducing the 
total net loss thus obtained by (1) the amount by 
which interest received free from taxation exceeds 
non-deductible interest paid or accrued during a 
taxable year, (2) the amount by which deductible 
losses not sustained in a trade or business exceeds 
the taxable gains or profits not derived from a trade 
or business and (3) so much of deductions allowed 
for depletion as is based upon discovery value in- 
stead of cost. “Net loss” in the case of corporations 
differs only in that the item numbered two above is 
not considered and in that net loss must be reduced 
by the amount of dividends received. 

This article is designed to review the general pro- 
visions with respect to deductible and non-deducti- 
ble losses. 

Loss of property or property value may occur 
through many causes, among which are: exhaustion 
or wear and tear in usage (depreciation), obsoles- 
cence, fall in market value of assets owned, sale of 
assets, casualty, theft, voluntary destruction or dis- 
carding of property and failure of debtors to meet 
their obligations. Problems involved in connection 
with depreciation, obsolescence, and inventories 
have been the subjects of special articles in prior 
issues and will not herein be considered in detail. 

There are but few limitations on losses which 
have been sustained by closed and completed trans- 
actions. In general all such losses resulting from 
transactions entered into for profit are deductible, 
except those incurred through so-called “wash 
sales” of stocks or securities. Losses sustained in 
connection with property which is neither used in 
a business or trade nor was bought for investment 
or speculation are deductible if the cause of the loss 
is beyond the control of the taxpayer as when aris- 
ing from fire, storm, shipwreck or other casualty or 
from theft. 

The exception made in “wash sales” to the gen- 
eral rule of allowing losses sustained from com- 
pleted and closed transactions entered into for profit 
is to prevent a taxpayer who owns securities, but 
who is not regularly engaged in the trade or business 
of buying and selling securities, from selling and 
immediately repurchasing them or from purchasing 
substantially identical property and immediately 
selling the original securities and claiming as a de- 
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duction in computing net income a loss therefrom. 
Gain or loss, however, is recognized in the case of 
a “short sale.” The 1921 Act in disallowing losses 
from “wash sales” provides that “no deduction shall 
be allowed for any loss claimed to have been sus- 
tained in any sale or other disposition of shares of 
stock or securities. * * * where it appears that 
within thirty days before or after the date of such 
sale or other disposition the taxpayer has acquired 
(otherwise than by bequest or inheritance) substan- 
tially identical property, and the property so ac- 
quired is held by the taxpayer for any period after 
such sale or disposition.” If such acquisition is to 
the extent of part only of substantially identical 
property, then only a proportionate part of the loss 
shall be disallowed. Where a deduction of a loss is 
denied in whole or in part, that part of the securities 
acquired with relation to which such loss is dis- 
allowed shall for the purpose of camputing gain or 
loss from a subsequent sale be treated as taking the 
place of the securities sold or disposed of. (Art. 
1567 (c).) Precisely what this treatment implies is 
not clear in regulations and no department ruling or 
court decision has been made on the point. One 
interpretation is that treating the securities ac- 
quired in respect of which a loss has been disal- 
lowed “as taking the place of the securities sold or 
disposed of’ means that the cost or March 1, 1913, 
value of the original securities forms the basis for 
determining gain or loss upon the sale of the ac- 
quired securities. A more rational view of the pro- 
cedure in connection with such a transaction is that 
the basis for computing gain or loss upon subse- 
quent sale is the cost of the securities when acquired 
after the “wash sale” increased by the amount of 
the loss which was disallowed. This method of 
computation takes care of any gain realized by re- 
purchase at a price less than that obtained by the 
first sale and allows for additional investment made 
as a result of repurchase at a price higher than that 
obtained in the so-called “wash sale.” 


In interpretation of the meaning of the statute 
relative to “wash sales,” the Income Tax Unit has 
held that “substantially identical property does not 
include all of one kind or class but is limited to 
property which is the same in all important particu- 
lars, e.g.—yield, value of assets, tangible and in- 
tangible or security and conditions of retirement, 
or, in the case of bonds, the date of maturity. Hence 
Second Liberty Loan 44% bonds and Fourth 44% 
Liberty bonds were construed as not substantially 


identical, market values and dates of maturity being 
different. (1. T. 1365.) 
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As a general rule, losses are, under the law, recog- 
nized as sustained only when evidenced by actual, 
closed and completed transactions. However, where 
a report is made by the use of inventories and pric- 
ing is on the basis of cost or market, whichever is 
lower, a loss is taken and allowed before actually 
realized by a completed transaction when an invoice 
is taken at market. Another exception is when 
books are kept on an accrual basis, deduction may 
be made on account of probable bad debts to a re- 
serve account. Also where a security is held which 
can be proved to the satisfaction of the Department 
to be worthless, deduction for the loss may be taken. 


Losses, aside from “net loss,” are classified in the 
statute in three divisions: (1) those sustained in a 
trade or business; (2) those arising out of any 
transaction entered into for profit, but not con- 
nected with any trade or business; and (3) losses of 
property not connected with any trade or business 
resulting from fires, storms, shipwreck, or other 
casualty or theft. In either case the loss to be con- 
sidered is that not compensated for by insurance or 
otherwise. Bad debts are treated separately but 
they may occur in connection with transactions in 
either the first or second category above. 


When Deductible 


With the exception of “net losses,’ losses may 
ordinarily be deducted only in the year in which 
they are recognized as having been sustained. The 
statute provides, however, that if in the opinion of 
the Commissioner it is necessary to account for a 
loss as of a different period in order to avoid injus- 
tice to the taxpayer and to clearly reflect the in- 
come, the deduction may be made as of a year other 
than that in which the loss was sustained. This 
does not apply to any loss sustained prior to Janu- 
ary 1, 1921, nor permit any loss subsequently sus- 
tained to be accounted for as of any period prior to 
that date. If a taxpayer has reason to believe that 
a loss, such as is not ordinarily allowed in any other 
period than which sustained, should in justice be 
charged against some other period, he should attach 
a statement to his return, giving all the circum- 
stances and reasons and requesting consideration 
thereof by the Commissioner. But the loss should 
not be deducted against any period other than 
which sustained without consent of the Commis- 
sioner. The allowance of a deduction for a loss in 
a year other than which sustained is entirely within 
the discretion of the Commissioner and he will con- 
sider exercising this discretion only in exceptional 
circumstances. 


In the case of the sale of assets, the loss allowable 
is the difference between the cost, less depreciation 
sustained and allowable as a deduction in comput- 
ing net income, and the price at which disposed of. 
However, the loss which is deductible in the case 
of property acquired before March 1, 1913, and 
where its fair market value on that day was less 
than the cost thereof, is the difference between the 
fair market value at March 1, 1913 (less deprecia- 
tion), and the selling price. No loss is recognized 
where property is sold for more than March 1, 1913, 
value, but less than cost minus depreciation, or for 
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more than cost but less than the fair market value 
as of March 1, 1913. 


Where loss is claimed through the destruction of 
property by fire, flood, or other casualty, the amount 
deductible is the difference between the cost or 
March 1, 1913, value, properly adjusted for depre- 
ciation, and the sum of the salvage value thereof 
plus any amount recovered through insurance. 


A loss on the sale of residential property is not 
deductible unless the property was purchased or 
constructed by the taxpayer with a view to its sub- 
sequent sale for pecuniary profit. A taxpayer who 
sublet his apartment on account of being required 
to make his residence in another city was not per- 
mitted to deduct any loss sustained by the transac- 
tion, because it was construed not to be a trans- 
action entered into for profit. (Off. Dec. 42.) A loss 
resulting from the sale of a taxpayer’s property 
necessitated by his acceptance of a business prop- 
osition in another city requiring a change of resi- 
dence was held not to be a loss incurred in business 
or trade and hence was not deductible. (Com. Rec. 
96.) Loss incurred by sale of an automobile, used 
occasionally for pleasure purposes, but bought pri- 
marily to be employed in business and so used for 
the most part, was allowed. (Off. Dec. 943.) 


Special provision is made by Article 142 for com- 
putation of loss sustained by reason of the volun- 
tary removal or demolition of old buildings, the 
scrapping of old machinery, equipment, etc., inci- 
dent to renewals and replacements. The deductible 
loss in such cases is the difference between cost and 
the sum of the value obtained in salvage plus depre- 
ciation sustained and allowable as a deduction on 
the property prior to its demolition. However, if 
such property was acquired prior to March 1, 1913, 
and its fair market value as of that date was less 
than its cost, the deductible loss is the difference 
between such fair market value, less salvage, and 
the amount of depreciation sustained prior to the 
demolition or scrapping and allowable as a deduc- 
tion in computing net income. 


The factors involved are somewhat different 
where real estate is purchased with the view of 
removing or demolishing the old building thereon 
and erecting a new building. The cost of the old 
building, if any, and the expense of removal is con- 
sidered a capital expenditure and therefore not de- 
ductible. The value of the real estate, exclusive of 
old improvements, is presumed to be equal to the 
purchase price of the land and building plus the cost 
of removing the useless building. Department de- 
cisions have adhered closely to the general principle 
involved in a case of this kind. 


Loss sometimes occurs through some change in 
business conditions which results in a part or all 
of the capital assets becoming useless. In the year 
in which business assets are discarded for such a 
reason, loss may be claimed to the amount of the 
difference between cost, or, if acquired prior to 
March 1, 1913, the fair market value of the assets 
concerned on that date, and the sum of the salvage 
value remaining and the depreciation sustained and 
allowable in computing income to the date when 
the property was discarded. 
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This exception to the rule requiring a sale or other dis- 
position of property in order to establish a loss requires 
proof of some unforeseen cause by reason of which the 
property has been prematurely discarded; as, for example, 
where an increase in the cost of or other change in the 
manufacture of any product makes it necessary to abandon 
such manufacture, to which special machinery is exclusively 
devoted, or where new legislation directly or indirectly 
makes the continued profitable use of the property impos- 
sible. This exception does not extend to a case where the 
useful life of property terminates solely as a result of those 
gradual processes for which depreciation allowances are 
authorized. It does not apply to inventories or to other 
than capital assets. The exception applies to buildings only 
when they are permanently abandoned or permanently 
devoted to a radically different use, ‘and to machinery only 
when its use as such is permanently abandoned. Any loss 
to be deductible under this exception must be charged off 
uaa) books and fully explained in returns of income. (Art. 

If a stock of a corporation becomes worthless, its cost 
or March 1, 1913, value, if purchased prior to that date, may 
be deducted by the owner in the taxable year in which the 
stock becomes worthless, provided a satisfactory showing 
of its worthlessness be made. Where banks or other cor- 
porations which are subject to Federal authorities (or by 
State authorities maintaining substantially equivalent stand- 
ards) in obedience to the specific orders or general policy 
of such supervisory officers charge off stock as worthless 
or write it down to a nominal value, such stock shall, in the 
absence of affirmative evidence clearly establishing to the 
contrary, be presumed for income tax purposes to be 
worthless. (Art. 144.) 


In the allowance of loss on account of bad debts, 
two methods of treatment are allowed; either a de- 
duction may be taken for debts actually ascertained 
to be worthless in whole or in part, or a “reason- 
able” deduction from income may be made to a re- 
serve for bad debts. Taxpayers were in 1921 per- 
mitted to elect either of these two ways of obtain- 


ing credit for bad debts and must continue to use’ 


the method chosen unless permission to change is 
obtained from the Commissioner. 


Where the method is followed of deducting debts 
in the year they prove worthless, the burden is on 
the taxpayer to prove the worthlessness of any out- 
standing obligations. A statement should accom- 
pany the return showing the propriety of any de- 
ductions claimed for bad debts. Before a taxpayer 
may charge off and deduct a debt in part he must 
ascertain with a reasonable degree of certainty, the 
amount therof which is uncollectible. Among the 
circumstances indicating worthlessness of a debt are 
that the debtor is a bankrupt, has disappeared leav- 
ing no property, or that legal action to enforce pay- 
ment would in all probability not result in the satis- 
faction of execution on a judgment. Loss on debts 
existing prior to March 1, 1913, and which are 
proven to be worthless may be deducted only to 
the extent of their value upon that date. 


The treatment provided for deduction for loss 
where bonds are proven to be worthless is similar. 
Bonds purchased since February 28, 1913, when 
ascertained to be worthless, may be treated as bad 
debts to the amount actually paid for them. “To 
authorize a deduction for a bad debt on account of 
notes held prior to March 1, 1913, their value on 
that date must be established. Bonds of an insolv- 
ent corporation, secured only by mortgage from 
which on foreclosure nothing is realized for the 
bondholders, are regarded as ascertained to be 
worthless not later than the year of the foreclosure 
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sale, and no deduction for a bad debt is allowable 
in computing a bondholder’s income for a subse- 
quent year.” (Art. 144.) 


Where a reserve account for bad debts is main- 
tained ‘all debts which have arisen since December 
31, 1920, are chargeable against the reserve account. 
Article 155 prescribes that what determines a rea- 
sonable addition to the reserve depends upon the 
facts in each case. When this method is employed, 
the return should be accompanied by a statement 
showing the volume of charge sales (or other busi- 
ness transactions) for the year and the percentage 
of the reserve to such amount, the total amount of 
notes and accounts receivable at the beginning and 
close of the taxable year, and the amount of the 
debts which have been ascertained to be wholly or 
partially worthless and charged against the reserve 
account during the year. 


Operation of Account 


The usual operation of a bad debt account has 
been tersely described as follows’: 


At the end of the accounting period the outstanding 
accounts receivable are examined and divided into three 
groups—good, doubtful, and bad. The bad accounts are 
immediately written off, a certain percentage of the doubtful 
accounts (perhaps 50 per cent or more) are estimated un- 
collectible, and the good accounts require no adjustment. 
The estimated uncollectible portion is the proper balance 
of the reserve for bad debts at that time. An adjusting 
entry is thereupon made debiting bad debts (an expense 
account) and crediting reserve for bad debts for the un- 
collectible portion unless the reserve has already been 
established, in which case only the necessary addition is 
made to the reserve. As the doubtful accounts prove worth- 
less they are written off against the reserve. Accounts writ- 
ten off and collected later are credited to the reserve. Thus, 
the only effect on profit and loss is the additional provision 
made to the reserve at the end of an accounting period. 


Under the Act of 1921 a taxpayer may elect to 
classify gains from the sale of capital assets as 
“capital gains,” which are taxable at a maximum 
of 12% per cent. Capital gains may be reduced by 


the amount of “capital losses” sustained during a 
given year. 


_ The various factors involved in determining cap- 
ital losses and capital deductions are clearly ex- 
plained in Article 1651 as follows: 


“Capital Assets.”—The term “capital assets” is defined to 
mean property of any kind whatever acquired and held by 
the taxpayer for profit or investment for more than two 
years, whether or not connected with his trade or business, 
not including property (for example, a dwelling) held for 
the personal use or consumption of the taxpayer or his 
family or stock in trade of the taxpayer or other property 
of a kind properly included in an inventory. The specific 
property sold or exchanged must have been held for more 
than two years, but in the case of a stock dividend the pre- 
scribed period applies to the original stock and the stock 
received as a dividend considered as a unit and where 
property is exchanged for other property and no gain or loss 
recognized under the provisions of Section 202, the pre- 
scribed method applies to the property exchanged and the 
property received in exchange considered as a unit. 


“Capital Loss.”—“Capital gain” is taxable gain from the 
sale or exchange of capital assets, while “capital loss” is de- 
ductible loss resulting from the sale of capital assets. As to 
the basis for determining such gain or loss (including 

(Continued on page 90) 





1“Accounting Principles. Underlying Income Tavres,’ Eric L. 
Kohler, A. W. Shaw Co., Chicago (1924), p. 140. 





Claims of the Democrats for the 


Garner Plan 


HILE the Democratic tax reduction schedule 
has been adopted as a part of the revenue 
bill by the House of Representatives, there 
is no positive assurance that these rates will be 
approved by the Senate and finally adopted into 
law. Nevertheless, interest has shifted from the 
probable tax relief offered by the administration 


_ plan to the benefits to be derived from the Garner 


schedule. The rates as adopted by the House are 
broadly as follows: 


NORMAL TAX 
Incomes below $5,000............... 2% 
Incomes between $5,000 and $8,000... 4% 
Incomes exceeding $8,000............ 6% 


SURTAXES 


The graduated surtax scale would be in effect 
beginning at 1% on incomes between $12,000 and 
$14,000, and increasing to a maximum of 44% on 
incomes exceeding $92,000. 


EXEMPTIONS 
avin ccantven chess 
Heads of families 


Ce 


Accompanying the report of the majority of the 
Ways and Means Committee, which reported favor- 
ably on the Mellon plan with a few modifications, 
the views of the Democratic minority of the Com- 
mittee were presented in a supplementary report. 
In this report the Democrats set out what they be- 
lieve to be justification for the Garner schedule of 
rates. Selected paragraphs from this report are 
taken as follows: 


“The minority are of opinion that the smaller 
taxpayers should for the present have their exemp- 
tions raised from $1,000 and $2,000 to $2,000 and 
$3,000, respectively, according to whether a tax- 
payer is a single person or the head of a family or 
married. This view ts based upon the facts that 
during the past few years State and local taxes have 
been doubled and trebled, and that under our gen- 
eral property tax laws in the States the medium and 
smaller property owners have little intangible prop- 
erty, with the result that their tangible property is 
exposed to tax assessors and assessed for taxes in 
a far greater proportion than the property of larger 
owners, the intangible portion of which is chiefly 
concealed, and so evades most State and local 
taxation. 


“The second ground is that the present unusually 
high tariff law which has resulted in notoriously 
high prices as to many or most staple articles of 
common use falls most heavily on those same 
smaller income-taxpayers, while a large class of the 
big taxpayers receive those special tariff benefits 
and other special governmental benefits. The result 
also is that its chief burden or more than $3,000,- 
000,000 is borne by the smaller income-taxpayers. 
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“It is deemed both wise and equitable, therefore, 
to raise the income-tax exemptions for those classes 
while the other tax conditions mentioned exist. The 
fact should also be borne in mind that the income 
tax comprises but one of our several Federal, state 
and local tax methods, while the same 110,000,000 
American people must bear the common load of 
Federal, state and local taxation. 

“The friends of progressive income taxation have 
always stood for such graduated rates as would 
reflect the doctrine of ability to pay, yield adequate 
revenue, and at the same time not materially injure 
or handicap legitimate business or business expan- 
sion and development. The location of the chief 
burdens of other taxes, both Federal and state and 
local, is kept in view. 

“On the question of expert opinion as to a system 
of graduated income tax rates that would not be 
unreasonable, the views of certain noted tax author- 
ities were expressed during the hearings on the 
revenue act of 1921, when business conditions and 
the business outlook was far worse than at present, 
and when rates, if too high, were more calculated 
to encourage concealment of portions of the large 
incomes than at this time. 


“Mr. Otto Kahn, head of Kahn, Loeb & Co., said: 

I think the maximum a man ought to pay in surtaxes ought 
to be one-third of his income. Of course, that means that the 
highest bracket would be higher than 30 to 33 per cent. I am 
speaking of the average. The rate rises according as the 
amount of the man’s income increases, and he pays not the 
highest rate on his total income but he pays the average rate. 
If I speak of an average maximum rate of 33 per cent that 
would mean that the higher rate of taxation would be prob- 
ably somewhere between 37 and 40 per cent. The highest 
bracket might probably come as high as 40 per cent. An income 
tax rising to what would aggregate a maximum rate of 30 to 
33 per cent business and capital could stand, in my opinion, 
without harmful effect on itself or the country. 

“Prof. E. R. A. Seligman, professor of economics 
at Columbia University, speaking of the maximum 
rate, said: 


A reduction of these surtaxes to an outside limit of 40 per 
cent will ultimately, in all probability, entail no diminution in 
revenue, although for the coming year it may mean a loss of 
some fifty millions. 


“The foregoing citations could not now be ex- 
plained away by their authors, even if they should 
be disposed to attempt to do so. They are in direct 
contradiction of Secretary Mellon and all his propa- 
ganda as to maximum surtax rates, and are merely 
offered to show that Secretary Mellon is not infalli- 
ble. The very fact that income-taxpayers of large 
means have never been known to finance a nation- 
wide tax-reduction propaganda for the benefit of 
the taxpayers generally offers conclusive evidence 
that the one controlling motive and purpose behind 
this most expensive and costly national propaganda 
was to cut in half at one step the higher surtaxes 
applicable to about 10,000 large surtax payers. 

“The difference in principle of the two plans is 
well illustrated when under the proposed bill, ac- 
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cording to the Treasury estimates, the taxes of 21 
income taxpayers will be reduced $11,500,000 per 
annum, and that of 1,000,000 income taxpayers, in 
the lower brackets, will be reduced less than 
$4,000,000 per annum. To put it another way, the 
proposed (Mellon) rates will reduce the taxes of 
21 income taxpayers three times as much as it will 
reduce the taxes of 1,000,000 income taxpayers, 
whereas under the Democratic plan we reduce the 
taxes of the 21 income taxpayers in round numbers 
$6,000,000 and relieve entirely from income taxation 
more than 1,000,000 of the small income taxpayers. 
The proposed Garner bill is drawn for the purpose 
of giving principle relief to all income taxpayers, 


but the larger percentage of relief to the small 
taxpayer.” 


A schedule based upon the number of persons 
making income tax returns in 1921 as prepared by 
the Democratic minority of the Ways and Means 
Committee shows that the Democratic plan gives 
greater benefit than the Mellon plan to 6,641,262 
taxpayers with incomes from $53,000 downward, 
while the Mellon plan gives greater advantage than 
the Democratic plan to 9,433 taxpayers, all of whose 
incomes are above $53,000 annually. 


The estimated effect upon the revenue as a result 
of the proposed changes in individual income tax 
law upon the basis of 1921 results is given as 
follows: 


DEMOCRATIC PLAN 


Number Loss in tax as compared 

paying tax -—with 1921 returns— 

ineach Normal tax Surtax 

Income-tax brackets— bracket (loss) (loss ) 

Wie GR oincccc cc scen 1,138,626 $135,881,730 
$5:000 to S10,000........... 494,512 31,917,612 $ 29,074,177 
$10,000 to $20,000........ 172,359 3,250,059 40,934,915 
$20,000 to $50,000........ 58,115 4,163,826 31,041,554 
$50,000 to $100,000....... 11,069 5,322,532 6,479,935 
$100,000 to $150,000...... 2,352 1,926,284 6,284,579 
$150,000 to $200,000...... 985 706,252 4,402,206 
$200,000 to $300,000...... 535 805,519 5,650,005 
$300,000 to $500,000...... 246 1,270,491 5,613,084 
$500,000 to $1,000,000..... 84 544,445 4,356,086 
Over $1,000,000.......5..05... 21 468,636 5,966,654 
EGR oko SUR aaa ok en tle $186,257,386 $139,803,195 
"Oba BeWeNeS BARS. Sa 550k cnnwseadies ocean $326,060,581 
MELLON PLAN 

Number Loss in tax as compared 

paying tax with 1921 returns— 

ineach Normal tax Surtax 

Income-tax brackets— bracket (loss) (loss ) 

Minder S500O. 6555850358 3,589,985 $ 50,172,577 

5:000 to S10,000....:..... 525,606 15,435,300 $ 29,074,177 
$10,000 to $20,000........ 172,359 1,750,702 31,001,187 
$20,000 to $50,000........ 58,115 2,278,141 30,497,417 
$50,000 to $100,000....... 11,069 4,366,853 34,423,112 
$100,000 to $150,000...... 2,352 1,292,083 20,539,169 
$150,000 to $200,000...... 985 540,163 11,372,454 
$200,000 to $300,000...... 535 430,510 12,359,386 
$300,000 to $500,000...... 246 350,990 11,226,168 
$500,000 to $1,000,000..... 84 272,872 8,494,366 
Over $1,000,000........... 21 124,663 11,364,807 
EERE NS A Cee $ 77,014,854 $200,352,243 
“OU SOMERS WOES. 5065 a Sek ae $277,367 ,099 
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The foregoing estimates are those submitted by 
the Democratic members of the Ways and Means 
Committee. In contrast Secretary Mellon’s latest 
reckoning is that the loss of revenue under his tax 
reduction plan would be $322,900,000; under the 
Garner plan $620,017,000. 


Observations on Decentralization of the 
Internal Revenue Bureau 
(Continued from page 74) 


The proposed plan for a Board of Tax Appeals, 
as provided in the so called “Mellon Bill” has met 
with approbation. It is understood that its purpose 
is not only to afford an appeal prior to an assess- 
ment, but also to permit of decentralization by the 
assignment of units gf the Board to different locali- 
ties to hear appeals. In connection with this decen- 
tralization, however, there is a further point to be 
considered. The Board as provided is independent 
of the Bureau of Internal Revenue. The appeal is 
provided after a decision by the Commissioner. At 
the present time the decision of the Commissioner 
under Section 250 (d) of the Revenue Act of 1921 
is the decision of an appeals board. (If, after the 
establishment of the Board of Tax Appeals, appeals 
within the Bureau itself are to be abolished, the 
taxpayer may find every doubtful point of fact 
or law resolved against him in the Bureau because 
the responsibility for an ultimate decision is shifted. 
This would follow because of the common practice 
of avoiding responsibility in government service 
whenever it can be avoided. The result would be 
the necessity for appeals in many cases where ap- 
peals are unnecessary today and the taxpayer would 
to that extent be inconvenienced. - Furthermore, 
the decision of the local members of the Board 
would be made without a comprehensive knowledge 
of many cases of a similar nature which might in- 
fluence an otherwise unfavorable ——s 

The problems connected with adminisfering the 
revenue laws both in the collection of revenues and 
in the decision of disputed questions of fact and 
law are very difficult. To remove the personnel 
from the direct supervision and close contact with 
the chief administrative officers by assignments to 
places other than Washington, would multiply the 
difficulty. Political influence, a thing frowned upon 
now, would disturb the personnel because it would 
be in closer contact with local power and away 
from the domination of officials of integrity. Uni- 
formity of decisions would, to a certain extent, be 
sacrificed. The detection of fraud cases would be 
much more difficult because cross references would 
not be available without the transfer over the coun- 
try of bulky files which might be lost in transit. 
The determination of a corporation audit would be 
greatly delayed and confusion would result if the 
corporation has its principal place of business in 
one locality and important offices and operations 
in many others. In such a case the investigation 
by one field force would interfere with the opera- 
tions of another. It would be almost an impossi- 
bility to apply the relief provisions of the revenue 
acts in profits tax cases when data sheets covering 
similar businesses and gross income, net income, 
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invested capital, profits per unit of business and 
rate of tax paid by such businesses, must be pre- 
pared. The preparation of new legislation, regula- 
tions and forms would be more difficult. 


Against these considerations are those of the tax- 
payer who dislikes or cannot afford a trip to Wash- 
ington. Such a trip is not a necessity if the facts 
are properly submitted. It would not be necessary 
at all if appeals were always heard near the resi- 
dence or place of business of the taxpayer. For this 
reason, the action of the Bureau of Internal Revenue 
during the year in causing the Committee on Ap- 
peals and Review to cause subcommittees to sit in 
different parts of the country is admirable. The 
plan was successful; it should be continued and 
expanded. 


Taxation Specialists Disagree on Proper 
Rate Reduction 


MONG the more interesting controversial epi- 
sodes in connection with the pending tax revi- 
sion legislation was an exchange of letters 

between Dr. T. S. Adams of Yale, “father of the 
income tax,” and Representative W. R. Green, 
chairman of the Ways and Means Committee. Both 
are able tax students, whose good faith is beyond 
question. Dr. Adams expressed himself in favor of 
the Mellon tax schedule and presented his reasons 
therefor with which Mr. Green took issue in reply. 
The reasons for Dr. Adams’ views are by inference 
obvious in Mr. Green’s letter, which follows: 


The approach to completion of the revenue bill by the Ways 
and Means Committee has given me the first opportunity to 
carefully read the open letter which you addressed to me. 

If I agreed to the premises which you lay down in your letter 
I might come to the same conclusions but I do not, and I do 
not know of anyone who has had a better opportunity to inform 
himself thereon than I have. My duties and inclinations have 
for many years made me a student of tax problems. As a 
member of the Ways and Means Committee I think I can safely 
say that for the last four or five years no one has taken a more 
active part in framing national tax legislation than myself. 
I am quite sure that I have had a better opportunity to under- 
stand the inner workings of that Committee and also of the 
Finance Committee of the Senate than anyone outside of Con- 
gress could possibly have. 

That there are certain “holes” (as you call them) in our 
revenue law I am quite ready to admit. There are in all reve- 
nue laws as you are well aware. I will go further and say 
that there are more than there ought to be and certainly more 
than are necessary. But, contrary to the views expressed in 
your letter, the reasons why these “holes” exist is because in 
the past there has been little effort to close them but instead 
much has been done to open them wider. For the first time, in 
the present bill, something substantial has been done to close 
the gaps that were open for evasion, although the bill, in my 
judgment, does not go as far as it ought to go in this respect, 
and certainly not as far as it might go without subjecting it to 
criticisms of the kind that you mention in your letter. 

When the 1916 law was passed the whole subject was new 
and evasions that might be practiced were not then invented. 
When the 1918 Act was passed the door was opened to evasion 
by the reorganization provisions and other changes quite proper 
in their general purpose but unfortunate in their wording. 
Other provisions equally proper in purpose but equally unfor- 
tunate in wording followed in the 1921 Act. Without some 
experience it was difficult to foresee how these provisions would 
operate. 

The reason why little has been done since 1921 to close the 
gaps in that act cannot be fully made to appear without per- 
sonal reference, which I do not wish to make any more definite 


in this letter than to say that they would have no application to 
yourself. 
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You say that Congress will not close the gaps because the 
remedies are “probably unconstitutional” or “novel and bizarre,” 
etc. Will you say this of the methods that we have taken in 
the pending bill? I think not. Nor can this be said of other 
steps in the same direction which we might very well take. As 
an example I might say that one of the most common instances 
of what is most often referred to as evasion of taxes is by 
division of estates among the members of a family, thereby 
reducing the high surtaxes. It would be perfectly easy to check 
this practice by a tax on transfer by gifts, as to the constitu- 
tionality of which there could be no question. That this would 
entirely correct the situation I do not claim, but if we would 
accept no income tax law but one that cannot be evaded in some 
ways, everyone knows that we would have none. Every student 
of the subject knows that the same could be said of nearly 
every other tax, and that on the whole the income tax, which 


— on the ability to pay, works far more fairly than any 
other. 


The statement which you make is an astonishing one to me. 
It amounts to this: that the extremely wealthy now defy the 
Government and intend to continue to defeat it out of its just 
share of their taxes, therefore we should cut their tax in two. 
It is unnecessary to say that the political party which proclaims 
such a doctrine will seal its doom with the announcement. You 
say that they will not pay and we cannot make them. But 
Canada makes them pay a much higher tax than we have now, 
and England makes them pay a higher tax than any which is 
now proposed for the new bill so far as I know—certainly very 
much higher than any I would advocate. If other nations can 
do this what reason can we give for not doing it. There is no 
answer except to point to tax-exempt securities, which I shall 
discuss later on. You say in effect that they will not pay 
25 per cent, which I have advocated. I say that the man with 
immense wealth who will evade taxes at 35 per cent will do so at 
25 per cent. In neither case has he any need for the money 
which he keeps from the government. 


I agree with you in your criticisms of legislators who cham- 
pion the extremely high surtaxes and at the same time favor 
tax-free bonds, but here again I make the assertion that a re- 
duction from 35 per cent to 25 per cent as the maximum surtax 
will have little effect on the investments of the extremely 
wealthy in tax-free securities and it will still be largely to their 
advantage to invest in them. It would require a still lower 
rate to make them unattractive to the multimillionaires. Also, 
no matter how low the maximum surtax is there will still be 
the same amount of tax-exempt securities in circulation and 
the same amount withdrawn from active business for invest- 
ment therein, and about the same amount in taxes lost to the 
government. The fact is that while the government has lost 
much by the tax-exempt securities it has not lost so much in the 
extreme upper brackets of the income tax from this cause as 
it has from the division of estates which, unless checked, will 
continue just as much at 25 per cent as at 35 or 40 per cent. 


You say Congress will not take the action which it ought. 
If this is so, so much the worse for Congress, but I shall 
decline to take the responsibility for such a course. When 
Congress once has the opportunity to make needful corrections 
in and through a general revenue bill I have faith that Congress 
will act. If not, we must admit that the control of wealth over 
our Government is supreme, and I deny the assertion no matter 
how much demagogues and agitators may repeat it. 


You speak of the complexities of the law. Surely you are 
aware that these exist for the most part by reason of the efforts 
of Congress to adjust and equalize its application. Thus allow- 
ances, deductions, and exceptions are granted that no other 
government gives, but the complications were inevitably in- 
creased, and in some cases opportunity for evasion have unnec- 
essarily been created. 


It is true, as you state, that there is much complaint against 
the income tax, especially among those who possess great 
wealth, and this spirit of late is being diligently fostered with 
a view to shifting its burdens to shoulders least able to bear it. 
It is lamentable that in this country, where men of great wealth 
are taxed less than in any other comparable country in the 
world; where they have not only been permitted but encouraged 
to accumulate fortunes which would seem to be beyond the 
wildest dreams of avarice; where allowances and deductions 
are given them which are granted nowhere else; where they 


‘owe so much to the work and thrift of the toiling masses and 


to a government without which these fortunes never could have 
been created; and so much to the loyalty of the common people 
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to that government; that notwithstanding all this, in so large 
a number of instances we find that the patriotic spirit which 
exists with reference to the payment of taxes in Canada and 
England is lacking. Is it not possible that the scorn and con- 
tempt that you assert exists against the law is, among the 
people at large, pointed in a very different direction? 


W. R. GREEN. 


The Tax-Exempt Security Issue 





O WHAT extent are tax-exempt securities re- 

sponsible for the shrinkage in incomes subject 
to the higher surtax rates? How effective would a 
reduction to a maximum of 25 per cent be in stop- 
ping the revenue leak? These are questions being 
vehemently contested. Secretary Mellon’s views 
have been given widespread publicity. Mr. Green, 
chairman of the Ways and Means Committee, says 
the loss through tax-exempt securities has been 
grossly overemphasized and furthermore he is con- 
vinced that a 25 per cent maximum surtax rate will 
have little effect on the investments of the wealthy 
in tax-free issues. He sees the greatest single cause 
of escape from the upper surtax brackets in the divi- 
sion of estates, which he thinks will continue even 
with the maximum as low as 25 per cent. 


The New Republic has asserted that super tax 
and tax dodging have had little to do with the 
dwindling of the incomes in the $300,000 class and 
above from 1,296 in 1916 to 246 in 1921. “Those, 
it said, were the years of ‘war brides.’ They were 
the years when factories turning out war supplies 
occasionally changed hands at ten times their pre- 
war values. Such opportunities grew infrequent 
after we entered the war and at present they are so 
rare that the public reads for weeks about the mod- 
est $300,000 won by the lucky Lieutenant Wood.” 


The aggregate incomes of the taxpayers with tax- 
able incomes of $300,000 and over in 1916 was $992,- 
000,C00. It had dwindled to $153,000,000 by 1921. 
That the taxpayers not represented in this group in 
1921 did not betake themselves with all their 
worldy goods to the field of tax-exempt invest- 
ments, the New Republic believes is proven by the 
following basis of reasoning: 


According to Secretary Mellon’s own estimates there are in 
all $11,000,000,000 of wholly exempt securities, Federal and 
state. In 1921, it appears from the Statistics for Income, at 
least $4,442,000,000 were in the possession of corporations, 
leaving $6,558,000,000 for individual ownership. Nor can it be 
supposed that all of this volume, or even a majority of it, is 
accessible to those who might desire to escape the higher sur- 
taxes. The returns for 1922 showed only a little over $100,- 
000,000 of tax-exempts in all estates of $50,000 and over wh‘ch 
paid inheritance taxes. From this figure we may infer that not 
more than $3,000,000,000 or at most $3,500,000,000 of tax- 
exempts were in estates of $50,000 and over in the year 1922. 
The remaining $3,000,000,000 must have been widely held by 
persons of small property, most of whom were not subject to 
super-tax at all. 


We still have $3,500,000,000 as a refuge for tax dodgers. 
Not nearly all of that sum, however, could have been acquired 
by persons who were in the $300,000 income class in 1916. As 
Senator Couzens points out, such securities are widely held 
simply for their gilt-edged quality. Hardly any person in com- 
fortable circumstances goes wholly without them. It would be 
astonishing if the small number of persons with very large 
incomes had succeeded in drawing to themselves over $1,000,- 
000,000 or at most $1,500,000,000 of these tax exempts. 
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Here, then, is an approximate measure of the accommoda- 
tions existing for tax-dodging capital. Now, if those 1,296 
large incomes of 1916 were, as Secretary Mellon assumes, re- 
current incomes and not largely windfalls, they must have rep- 
resented a huge capital. Assuming a rate of return of ten per 
cent, the capital would have amounted to ten billion. By 1921 
the corresponding capital item had shrunk to $1,500,000,000. 
Could the missing $8,500,000,000 have gone into tax-exempts ? 
Into $1,500,000,000 of these? Impossible. 


Wholly Tax-exempt Issues Outstanding in 
the United States 


HE total of wholly tax-exempt security issues 

outside of treasury sinking funds and trust 
funds on January 1 totalled $12,309,000,000, accord- 
ing to a compilation made by the Treasury Depart- 
ment. This total includes but $1,541,000,000 of 
obligations of the United States Government, since 
other Federal issues are only partially exempt. The 
statement of the Treasury Department follows: 


The Treasury has estimated that the wholly tax- 
exempt securities outstanding aggregate $12,309,- 
000,000 as of January 1. These figures are based on 
compilations of the Bureau of the Census, supple- 
mented by the latest information available to the 
Treasury. While the figures as to the municipal 
and State bonds may not be entirely complete, it is 
believed that the amount is substantially correct. 
The details are as follows: 


Amount Held in 
Treasury or in 
Sinking Funds and 
in Trust Funds of 

States, cities, etc. 


Amount Held 
Outside Treas- 
ury Sinking 
Funds and 
Gross Amount Trust Funds. 
States-counties, cities, 
i  Laxadent $11,036,000,000 


*$1,500,000,000 $9,536,000,000 


United States 


Government . 2,294,000,000 t 753,000,000 1,541,000,000 
Federal Land Banks, 

intermediate 

credit banks and 

joint stock land 

NAMED: <.cicc0%e 1,228,000,000 t 105,000,000 1,123,000,000 
Insular possessions. 112,000,000 3,000,000 109,000,000 
THOS Gx. icaseens $14,670,000,000 $2,361,000,000 $12,309,000,000 


* Tax exempt securities held in sinking funds and trust funds. 


t Owned by banks, but held by the United States Treasury as 
security for circulation or deposits. 


t Owned by the Government and held in trust for National banks. 


Returns for 1923 Delayed by Prospect of 
25 Per Cent Reduction 


STATEMENT has been issued by David H. 

Blair, commissioner of internal revenue, de- 
claring that taxpayers are delaying the filing of tax 
returns to an unusual degree. This is attributed in 
part to anticipation of the 25 per cent tax reduction 
for the year 1923. 


Attention is called to the fact that the tax for 
the taxable year 1923 is being collected under the 
Revenue Act of 1921, which is still in effect, and 
which provides heavy penalties for failure or “wil- 
ful refusal” to file a return and pay at least one- 
fourth of the tax on or before March 15, 1924. 
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More Drastic Rules Governing Practice 
Before Treasury Department 


HARGES of frequent gross irregularities in the 

handling of tax cases within the Bureau of In- 
ternal Revenue have given material for sensational 
newspaper articles until eclipsed by the more spec- 
tacular disclosures in connection with the Teapot 
Dome investigation. Accusation has been made of 
dishonorable practice of many sorts. Some has 
arisen as a result of collusion between employees of 
the Department and unscrupulous practitioners on 
the outside. In some such cases, it has been alleged, 
fake notices of additional taxes have been sent out to 
taxpayers and then the outside “fixer” has arranged 
for a fat fee to “settle” the case. In other instances 
employees of the Department have resigned, and 
because of their knowledge of the facts in special 
cases or influence in Department circles, they have 
been able as private practitioners to sell their serv- 
ices at high rates to certain large taxpayers with 
unsettled claims. 


In answer to inquiry as to whether the charges 
of irregularities in the Department were to be fol- 
lowed by reorganization of the bureau, Secretary 
Mellon issued a formal statement on February 23 
as follows: 

“T know of no instances of corruption in the Bureau of In- 
ternal Revenue,” said Mr. Mellon, “except a few which have 
been prosecuted criminally. I have found Government em- 


ployes generally honest and loyal to the Government, and I 
believe such is the case in the Bureau of Internal Revenue. 


“The training necessary to handle tax cases is highly techni- 
cal, and education and experience are essential. The employes 
in the Bureau have this training and experience, and are func- 
tioning satisfactorily. To disturb the situation by creating in 
them the impression that an ‘overhauling’ is to take place, would 
be to destroy the morale of the organization and render the 
existing machinery much less effective.” 

Cognizance of the charges has, however, been 
taken by the Treasury Department in the issue of 
additional restrictions governing practice before the 
Department. Treasury Department Circular 230 
relating to the laws and regulations governing the 
recognition of attorneys, agents and other persons 
representing claimants and others before the Treas- 
ury Department and offices thereof has been 
amended, effective February 15, 1924, by the inser- 
tion of the following sub-paragraph: 

“No former officer, clerk or employee of the 
Treasury Department shall act as attorney or agent 
in any matter or controversy pending in such De- 
partment during his employment therein within two 
years after he has ceased to be such officer, clerk 
or employee without first having obtained the con- 
sent thereto of the Secretary of the Treasury or his 
duly authorized representatives; and no enrolled 
attorney or agent shall, without first having ob- 
tained the consent of the Secretary of the Treasury 
or his duly authorized representative, employ or 
retain any such former officer, clerk or employee 
directly or indirectly in any such matter or con- 
troversy, within such two-year period. Such con- 
sent may only be granted when it appears (1) that 
such employment is not prohibited by law or by 
the regulations of the Treasury Department, (2) 
that the matter or controversy, to handle which such 
consent is sought, was not pending in the particular 
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office or division (departmental or field) in which 
the applicant was formerly employed. Applications 
for consent should be directed to the Secretary of 
the Committee on Enrollment and Disbarment, stat- 
ing the former connection of the employee and the 
matter or controversy in which the applicant desires 
to appear. The applicant shall thereupon be 
promptly advised as to his right to appear in the 
particular matter or controversy, and a copy of 
such advice shall be filed in the record of the case.” 


It is provided that the amendment shall not affect 


existing contracts of employment entered into prior 
to February 15, 1924. 


The provision that “no attorney or agent shall be 
permitted to appear before the Treasury Depart- 
ment in connection with any matter to which such 
attorney or agent gave personal consideration or 
as to the facts of which he had actual personal 
knowledge while in the service of the Treasury 
Department” is continued. 


Retail Method of Inventory Permitted If 
Books Are On That Basis 


ETAIL drygoods dealers who desire to change 

the basis of pricing inventories from the “cost” 
or “cost or market method” to the “retail method” as 
described in Article 1588, Regulations, and Income 
Tax Mimeograph 3077, may do so without obtain- 
ing formal permission from the Department, accord- 
ing to Mimeograph 3180, provided the books of ac- 
count are kept by such dealers on the basis of the 
retail method as prescribed for each taxable period 
affected. 


CORRECTION 


In the February issue announcement was made of the inten- 
tion of the Bureau of Internal Revenue to abide by the decision 
of the United States Circuit Court of Appeals in the computa- 
tion of taxable income of decedents and estates for fractional 
parts of a year. In this case the Court held that a return 
which is filed for a‘decedent or his estate is a return for a full 
year even though income was received but for a fractional part 
of the year covered. An example was given to illustrate the 
difference between levying the tax on actual income and on a 
hypothetical income derived by putting the actual income re- 
ceived on an annual basis. Though the principles involved were 
fairly illustrated, there were mathematical errors in computa- 


tion and hence the example is restated as it should have 
appeared : 


Assuming that a married taxpayer with no dependents died 
on January 20, 1922, with a net income received to that date of 
$3,800, consisting of $200 in salary and $3,600 in extraordinary 
income from a sale of property, by the method which has been 
followed by the Treasury Department the annual income and 
tax payable would be computed as follows: 


RIE FIG IIE ng 0 aos are 30: oo Ow abrcmaroler $ 3,800.00 
EE eh ited nnewin a «wueun een 45,600.00 
Devusee By GAS CAF) ....5 coi isicccncues 70,680.00 
Subtracting exemption of $2,000............ 68,680.00 
Normal tax on SGB,G00. 2c. 6 s..s ccicwccccaces $ 5,334,40 
ns ae | a a a ee Be 10,684.40 


Total tax for a whole year on annual basis .$16,018.80 


Tax payable for 20/31 of a month........ $ 861.23 


Computed according to the Court decision above referred to 


on actual income received for the fractional month, the tax . 


would be but $52, so that a refund of $809.23 would now be due. 
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ROPOSED amendments to the tax bill have 
been brought to a deciding vote in the House 
with rather unexpected dispatch. The adoption of 
the Garner tax rate schedule was followed by con- 
siderations of other proposed modifications. Two 
perfecting amendments by Mr. Green defining capi- 
tal gains were adopted, after an additional amend- 
ment had been made by Mr. Garner and favorably 
acted on which excludes gains from stock dividends 
from the capital gain section so that gains on stock 
dividends are subject to normal and surtax rates. 


The Frear amendment to make all income tax 
returns open to the public was rejected and instead 
two amendments to make corporation returns open 
for examination to committees of Congress and to 
properly accredited representatives of the state 
were voted into the tax reduction bill by the House. 


Several proposals to impose a tax on tax-free se- 
curity issues have been voted down. The same fate 
met the endeavor of Representative Oldfield of Ar- 
kansas to eliminate the capital gain and loss sections 
entirely. A proposed amendment to re-enact taxes 
on excess profits of corporations met with decisive 
rejection. 


These constituted the principal changes in the 
revenue bill acted upon when this issue went to 
press. Other changes which have been proposed in 
the form of bills follow: 


H. R. 4440. Introduced by Mr. Crisp of Georgia. It pro- 
poses that if a taxpayer appeals from an assessment of addi- 
tional taxes and if after a hearing of the appeal, the contentions 
of the taxpayer are sustained that he shall be reimbursed for 
all reasonable costs in having his appeal reviewed and prose- 
cuted before the proper authorities of the United States. 


H.R. 5262. Introduced by Mr. Brand of Georgia. This is 
a proposal to repeal the present law requiring taxpayers to 
pay assessments which are disputed, and instead that the gov- 
ernment accept bond for the disputed tax, to be paid should 
the taxpayer be finally held liable therefor. 

H. R. 4832. Introduced by Mr. Stengle of New York. The 
bill provides that taxpayers shall have the right to appear 
before the Treasury Department or Board of Tax Appeals in 
connection with taxes, or to be represented by any person they 
may choose. It would forbid the Secretary of Treasury or the 
Internal Revenue Commissioner dictating to a taxpayer whom 
he shall choose as his representative, unless the representative 
has been convicted of felony, dishonorable act, or fraud. 

H.R.501. Introduced by Mr. Jones of Pennsylvania. It 
proposes that unless both the commissioner and the taxpayer 
consent in writing to a later determination, all taxes shall be 
assessed within one year after the taxes become due, but no 
limitation would be placed in case of willful attempt to evade 
the tax. 

Deduction of Losses 


H. R. 170. Introduced by Mr. Tincher of Kansas. Pro- 
vision is made for the deduction of net losses for one preceding 
year, and if not absorbed in that year to be chargeable against 
a succeeding year. 


Stock and Undistributed Dividends 


H. R. 4137. Introduced by Mr. Oldfield of Arkansas. It 
proposes a special excess tax on all dividends declared on or 
after May 3, 1920, at the rate of $10 per share on par each, 
$100 of par value of stock was issued prior to the time the bill 
becomes a law and at the rate of $25 for each $100 par value 
thereafter. 
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TAX EVENTS AT WASHINGTON 


H.R. 4814. Introduced by Mr. Frear of Wisconsin. This 
bill would to impose for the years beginning with 1919 the 
following taxes on net income of corporations not distributed 
in the form of cash dividends; 5 per cent of the amount not 
exceeding $20,000; 10 per cent on not exceeding $100,000; 15 
per cent on not exceeding $200,000; 20 per cent in excess of 
$200,000. 

S. Res. 110. Introduced by Mr. Jones of New Mexico. 
Passed by the Senate. It calls on the Treasury Department 
for information regarding the distributed and undistributed 
portions of earnings or profits of corporations for 1922, classi- 
fied with respect to industries, and showing the number of cor- 
porations which have distributed earnings of less than 10 
per cent; and in groups of 10 per cent each up to 90 per cent or 
more of earnings or profits. 


H. R. 6823. Introduced by Mr. Kearns of Ohio is practically 
same as Mr. Tincher’s bill. 


Taxation of Gifts 


H.R. 4813. Introduced by Mr. Frear. It proposes gift 
taxes of from 1 per cent on gifts between $1,000 and $3,000 up 
to 25 per cent on gifts exceeding $10,000,000. 


Excess Profits 


S. Res. 115. Introduced by Mr. Jones of New Mexico. 
Passed by the Senate. This resolution calls for a report from 
the Treasury Department as to excess profits taxes paid by 
corporations on 1921 business. 

The administration bill as favorably reported to 
the House by the Committee on Ways and Means 
contained but four major changes from the tentative 
bill recommended by the Secretary of the Treasury. 

The definition of earned income was changed to 
provide that at least $5,000 of the income of a tax- 
payer shall be considered to be earned and that in no 
case shall the earned net income of a taxpayer be 
considered to be in excess of $20,000. 

A new provision, proposed by Chairman Green, 
would allow a reduction of 25 per cent in the tax 
payable on incomes of 1923 to be taken as a credit 
or refund and to become effective upon the enact- 
ment of the bill into law. If tax has already -been 
paid in full there would be a refund to the extent 
of 25 per cent; if partly paid the refund might be 
prorated and deducted as a credit against payments 
still due. In the case of returns covering only a 
portion of the year 1923, the reduction would apply 
pro rata to the portion of the taxable year covered 
by the return falling within the calendar year 1923. 

The Board of Tax Appeals is taken entirely away 
from the Treasury Department and entirely from 
under the control of the Secretary of the Treasury, 
and it is provided that its members shall be ap- 
pointed by the President. 

The Secretary of the Treasury recommended the 
repeal of the tax on telegraph and telephone mes- 
sages and the tax on admissions. The bill as favor- 
ably reported to the House provided for the repeal 
of the tax on telephone and telegraph messages, 
while the tax on theatre admissions remains on 
those in excess of 50 vents. The tax imposed on 
the proprietors of theatres, circuses and other public 
exhibitions is repealed and the tax on bowling alleys 
and billiard rooms is cut in half. 
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Editorial Review 


The Burden of Income Taxes 


The clamor for reduction of the surtax rates has 
reached such a stage of hysteria that propagandists 
have fallen into absurdities that would be humorous 
were it not that the perversion of facts and elemen- 
tary principles of economics and taxation is an 


apparent attempt to mislead the public. No just 
criticism can be offered against an endeavor to con- 
vince the public that one method of tax reduction as 
compared with another is the more desirable, pro- 
vided the argument is presented in sincerity and 
honesty, and with a reasonable regard for facts. 


An astonishing instance of attempt to befog the 
issue in the current tax controversy is an article by 
Roger W. Babson published in the January 19 issue 
of the Saturday Evening Post. In this treatise Mr. 
Babson endeavors to prove that all income taxes are 
shifted by the original taxpayer on to some one else 
whom he chooses to call the final purchaser. It 
was evidently written to appeal to the masses as 
dependence seems to have been placed upon im- 
pressive assertions rather than sound logic and a 
scientific presentation of evidence. Certain tax 
effects are ascribed to particular cases. These cases, 
not in themselves convincing, are then singly taken 
as representative of a whole industry or line of 
business in order to establish that income taxes are 
not only considered costs but that prices can in- 
variably be adjusted so as to shift the burden on to 
some one else other than the one who first pays the 
tax to the government. 


With reference to particular features, Mr. Babson 
tells us in the opening paragraph that he had at the 
time of writing just returned from a trip to the 
northwest where he studied the wheat situation and 
yet in a subsequent paragraph he implies that the 
farmer sets the price on his wheat by the state- 
ment: “The inceme tax that the farmer pays is 
added to the price of wheat.” We dare say that if 
this is typical of what the author learned about the 
wheat situation he could have obtained more 
authentic information and saved time and expense 
by taking a correspondence course. In one para- 
graph we are informed that income taxes are such 
a burden on trade and industry that business men 
are advising their sons to stay out of merchandising 
and manufacture, and elsewhere we are enlightened 
by the more delectable information that the busi- 
ness man isn’t directly burdened at all but merely 
acts as a tax collector for the Government and 
passes the tax on in toto to the consumer. 


Evidence of the sleight-of-hand methods em- 
ployed is given when direct analogy is made be- 
tween a tax on gross sales and a tax on net profits 
to prove that the burden of the income tax is en- 
tirely on the final consumer. 


A climax in the argument is reached with this: 
“Interest rates, prices and wages” (we wonder why 
rents were omitted) “ultimately adjust themselves 
so that all taxes—with the possible exception of 
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inheritance taxes—are paid by the final purchaser 
of goods.” If that is true, then those who receive 
income exclusively from interest, profits, or wages 
do not need to be concerned no matter how high 
the income rates are; and why if income taxpayers 
invariably shift the burden should they be con- 
cerned as to how the tax may be distributed be- 
tween income classes. 


While we are caught in a whirlwind of tax dogma 
and buncombe, it is wholesome to consider unim- 
passioned and scientific studies on the subject of 
where the burden of income taxes probably rests. 


Such studies have been made and one of these has 
recently been published by the National Industrial 
Conference Board in the form of Research Report 
number 64, which bears the title “Tax Burdens and 
Exemptions.” The treatise covers the principles of 
incidence, the term economists apply to where the 
final tax burden rests, in application to all forms of 
taxes direct and indirect. Immediate interest is in 
what the board concludes to be the probabilities in 
the case of income taxes, which are taxes on net 


profits. Following is given the view of the board 
on the subject: 


“Net profits form the basis of our Federal and 
state income taxes, and the importance of this form 
of impost may be measured by the fact that two- 
thirds of the Federal Government’s entire revenue 
is derived from taxes on income. State corporation 
taxes are also levied in many cases on the basis of 
net profits, and many states now have a general 
income tax law. 


“Let us first take the case of a monopolist pro- 
ducer. As pointed out above, the price set by the 
monopolist producer is the highest one which the 
traffic will bear and which the consumer is willing 
to pay. It is determined, after careful weighing, by 
balancing prospective-demand against prospective 
profits. If a tax is imposed on the net profits of 
the monopolist producer, the price will most prob- 
ably not be raised to take care of the tax. If the 
consumer had in the first instance been willing to 
pay more for the articles or services supplied by the 
monopolist, the latter would have taken advantage 
of this fact long before any tax were contemplated. 


“In the case of competition, distinction must be 
made between a general and exclusive tax on net 
profits. The one reaches all net profits; the other 
reaches the net profits of only specified industries 
or individuals. The Federal income tax applies to 
the net profits of judicial and physical persons, and 
is levied on the income from all forms of enterprise 
throughout the length and breadth of the land. On 
the other hand, state taxes on net profits do not by 
any means stand on the statute books of every 
state’, nor are the provisions similar in the case of 
those states that do levy taxes on net profits, either 
between themselves or in the general applicability 
"1 State income tax laws are now applicable in 17 states as_ follows: 
Arkansas, Connecticut, Delaware, Massachusetts, Mississippi, Missouri, 


Montana, New York, North Carolina, North Dakota, Oklahoma, Oregon, 
South Carolina, Tennessee, Virginia, West Virginia and Wisconsin. 
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of the law to all corporations and individuals in any 
given state. Banks, insurance companies, public 
utilities, etc., are often subjected to special taxes, 
while other corporations are liable to a net profits 
tax in a given state. 


“Generally speaking, if a net profits tax is levied 
only on a particular industry or occupation, it will 
in the long run be shifted to the consumer. Capital 
will tend to migrate from the taxed to the taxless 
fields, and with decreased supply, prices will have a 
tendency to rise in order to offset the tax. Hence, 
the tax will be shifted to the consumer, other things 
being equal. Whether or not in actual practice 
there exists perfect mobility of capital depends on 
the nature of the investment and the character of 
the industry. - 


“If the taxes on net profits is a general one (as 
is the case under the Federal income tax law 
Editor’s note), sound economic thinking must inevi- 
tably lead to the conclusion that the tax can 
hardly ever be shifted. Net profits constitute a 
surplus of price over costs, and since the net profits 
tax reaches this surplus, it is manifest that the tax 
cannot affect costs. The producer almost invaria- 
bly bears the byrden of the tax under ordinary 
conditions. It should be appreciated, however, that 
in a period of rapidly rising prices, the chances 
would be better for shifting either a part or the 
whole of tax burdens in general, even though under 
ordinary conditions the normal tendency were for 
such taxes to be borne by the person or entity upon 
whom they were first levied. This statement ap- 
plies not only to the income tax but also to other 
forms of taxation; it is a caveat that must not be 
overlooked.” 

Only a small portion of the chapter on Incidence 
of Taxation has been quoted. The whole is very 
much worthwhile to anyone who is interested and 
desires a sound presentation of the subject. 

A great deal of confusion about the effect of the 
income tax probably arises from thinking in book- 
keeping terms. The mere fact that a charge against 
costs is made on the books is no guarantee that 
prices can be raised by the amount of such an addi- 
tional item on the debit side of the ledger. The 
record of business failures, passed dividends and 
the occasional necessity for writing down inven- 
tories and paring down costs is positive proof that 
costs do not invariably determine prices. If costs 
always determined prices, then there could be no 
business losses or failures. 

The research report of the National Industrial 
Conference Board on the extent to which taxes are 
shifted is especially significant since the board is 
composed of representatives of more than thirty 
leading mercantile and industrial associations. The 
findings of the board confirm the conclusions of 
leading economists and tax authorities on the 
question. 

The waning of enthusiasm for the Mellon plan 
may be charged directly to indiscrete publicity by 
some supporters of the measure. Overemphasis of 
unacceptable points in argument to the neglect of 
plausible reasons why the bill should be supported 
by the public at large played directly into the hands 
of the opposition. 
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Extension of Time for Refund Claims 


Below is a copy of House Regulations 6091 intro- 
duced in the House of Representatives by Repre- 
sentative Fairchild, of Maine. 


It is understood that Senator Reed of Pennsy!- 
vania, who had introduced a somewhat similar bill 
in the Senate, has advised his colleagues on the 
Senate Finance Committee that Representative 
Fairchild’s bill is acceptable in form, and it is ex- 
pected that the Senate Finance Committee will give 
its endorsement to principles in this proposal of 
Senator Fairchilds. 


This is the enactment sponsored by the commit- 
tee on Federal taxation of the American Bar Asso- 
ciation and is proposed for the accomplishment of 
the same purpose as was secured by the amendment 
of Section 252-A of the 1921 Revenue Act approved 
March 4, 1923. In other words, this is an effort to 
postpone the running of the statute of limitations 
against the filing of refund claims by taxpayers who 
have filed waivers of their right to insist upon the 
statute of limitations as effecting asssesment col- 
lection of taxes for the year 1918. The movement 
of the Bar Association seems to be in the interest 
of taxpayers in general and it is hoped that H. R. 
6091 will be enacted by Congress prior to any enact- 
ment of the proposed Revenue Act of 1924, inas- 
much as the enactment of this bill will reduce 
much clerical labor in the handling of the thousands 
of refund claims for 1918 taxes, which are now pour- 
ing in on the Internal Revenue Collectors from all 
parts of the country. 


H. R. 6091 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That the 
time within which a taxpayer, who, at the time of the passage 
of this Act is entitled to file a claim for refund under section 
252 of the Revenue Act of 1921, as amended by the Act of 
March 4, 1923, is hereby extended to and including April 1, 
1925: Provided, That such taxpayer has filed, prior to filing 
such claim, or shall file therewith, a waiver extending to and 
including April 1, 1926, the time for the Commissioner of Inter- 
nal Revenue to make an additional assessment for the year or 
years to which the claim for refund relates: Provided further, 
That nothing herein shall in any way abridge or affect the 
right of a taxpayer under the first proviso of the said section 
252 of the Revenue Act of 1921 as amended by the Act of 
March 4, 1923, to file a refund claim before the expiration of 
two years from the time the tax was paid. 
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Deductible Losses Under the Act of 1921 


(Continued from page 79) 


adjustment for depreciation) see article 1561 (the general 
method for such computation—Ed. note) as to betterments 
and repairs, see articles 24 (3)! and 103*. Ordinary repairs 
and taxes are annual charges against income, and do not 
enter into the computation of such gain or loss. 


“Capital Deductions.”—‘Capital deductions” are deduc- 
tions properly allocable to or chargeable against items of 
capital gain, including items of expense connected with the 
sale or exchange of a capital asset (for example, commis- 
sions paid brokers or agents). While interest, taxes, and 
other carrying charges are usually annual charges against 
income, they may be allocated to capital gain derived from 
the sale or exchange of a capital asset for the taxable year 
in which such asset is sold to the extent that such current 
charges exceed the.income derived from such asset. ‘Capi- 
tal net gain” is the excess of the total amount of the capital 
= over the sum of the capital deductions and “capital 
osses.” 


1 Article 24 (3) In any case in which the cost of capital assets is 
being recovered through deductions for wear and tear, depletion, or obso- 
lescence, any expenditure (other than ordinary repairs) made to restore the 
property or prolong its useful life should be added to the property account 
or charged against the appropriate reserve and not to current expenses. 
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2 Article 103 The cost of incidental repairs which neither materially 
add to the value of the property nor appreciably prolong its life, but keep 
it in ordinary efficient operating ition may be deducted as an ex- 
pense, provided the plant or property account is not increased by the 
amount of such expenditures. Repairs in the nature of replacements, to 
the extent that they arrest deterioration and appreciably prolong the life 
of the property, should be charged against the depreciation reserve if 
such account is kept. 


Gasoline Tax Is Constitutional 


HE gasoline tax of Arkansas has been held con- 
stitutional by the United States Supreme Court. 
Suit was entered by the Pierce Oil Company. This 
is the first time that the Supreme Court has passed 
upon the constitutionality of a gasoline consump- 


tion tax. 
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Total of All Public Indebtedness in the 
United States 


COMPILATION of the total indebtedness of 

the United States and all its civil divisions 
which may incur debts has been made by the Bureau 
of the Census and published by the Department of 
Commerce. The figures for the Federal Govern- 
ment represent the outstanding obligations as of 
June 30, 1923, while the indebtedness of states and 


other civil divisions are those reported as existing 
on December 31, 1922. 


TOTAL DEBT 1922-1923 COMPARED WITH THAT 
FOR 1912-1913 
(In Thousands of Dollars) 


Total Total Per cent 
1912-1913 1922-1923 of Increase 

State Governments...... $ 422,796 §$ 1,162,648 175 
COMMIS Se a aiacicta oeitoises 371,528 1,366,636 268 
Cities and all other civil 

GNIAR. oicncases 3,104,426 7,731,658 149 
Weta cess $3,898,750 $10,260,942 163 
National Government... 2,916,205 22,525,475 672 
Grand Total ........-<- $6,814,955 $32,786,715 381 


Book Review 


“Accounting Principles Underlying Federal In- 
come Taxes,” by Eric L. Kohler, M. A., C. P. A. 
(A. W. Shaw Company, Chicago; 1924, p. 476). 

Previous publications on income taxation have 
been primarily compilations and interpretations of 
the income tax laws, regulations and rulings. Such 
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tools in the application of the tax are indispensible. 
A new method of attack has been made by Mr. 
Kohler, of Kohler, Pettengill & Co., Chicago, and 
professor of accounting at Northwestern University 
School of Commerce. Emphasis is on the account- 
ing principles involved in tax legislation and rul- 
ings, which are presented by means of concrete 
problems as well as discussion. Since the statute 
and its interpretation is as a rule based upon gen- 
erally accepted accounting principles, the method 
of exposition which is employed projects the very 
fundamentals of applied taxation. 

The publication is essentially a textbook and pre- 
supposes an elementary knowledge of accounting, 
but has been written in a style that the layman will 
no doubt find to be clear and readable. The book 
embodies, aside from the accounting phases of taxa- 
tion, a comprehensive yet succinct presentation of 
the law and interpretative rulings and court deci- 
sions. It is not intended primarily as a reference 
book of tax law, but it is not without value as such. 


The appendix is divided into three sections. The 
first part consists of carefully devised problems in- 
corporating the points of law and accounting neces- 
sary to compute taxable income. Review questions 
compose the third part and the final section is a 
reproduction of the Revenue Act of 1921. The vol- 
ume is not only serviceable to the beginner in in- 
come taxation but will serve as a valuable addition 
to the tax library of the business man and tax 
practitioner. 
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Vol. I— Loose Leaf 


This book contains the Compilation 
Section on Income and Excess Profits 
Taxes. This is our consolidated com- 
pilation of the Income and Excess 
Profits Tax Laws, and the official 
regulations, together with a digest 
of important unofficial rulings, and 
citations to all other rulings and 
court cases. Laws, regulations and 
rulings are all put together. 

This is a complete consolidation of 
all government matter, so compre- 
hensively indexed that laws, deci- 
sions, rulings and cases on any point 
ean be instantly found. 

Our “Replacement Page Plan” 
keeps this data revised up to the 
minute at all times. 


Vol. I1l—Loose Leaf 


This volume contains our Rewrite 
Service and Appendix of all govern- 
ment matter pertaining to Income 
and Excess Profits Taxes issued dur- 
ing the course of the year which can 
not be incorporated in Volume I con- 
taining the Compilation Section. 

The Rewrite Service consists of 
bulletins issued by our editorial de- 
partment. These bulletins interpret 
government data in plain, nontech- 
nical English and also illustrate the 
application of all difficult points. 

The Appendix of this volume also 
gives a reprint of all government 
forms with instruction as to use. 


Vol. I1I—Loose Leaf 


This volume keeps currently re- 
vised the laws, regulations and rul- 
ings on the following: 

Estate Tax. 

Transportation and Messages. 

Admissions and Dues. 

Stamp Taxes. 

Child Labor. 

Capital Stock Tax. 

Beverages and Cigars. 

Excises. 

Occupations and Special. 

In editing the above we follow our 
“consolidation plan’ whereby all 
matter on any one point is always 
grouped so that one reference will 
cover everything. 


Vol. 1V—Bound Book 
Entitled 


1923 United States Income 
and War Tax Guide 

This will be the seventh annual 
revision of this book. This annual 
guide, written by KixMiller and 
Baar, embodies a complete restate- 
ment of all of the laws in the light 
of all regulations, rulings and deci- 
sions. Within three hundred and 
twenty pages it,embodies a boiled 
down yet simplified explanation of 
all tax laws. More than a million 
copies of this book have been issued 
since 1917 and it has frequently been 
referred to as The Nation’s Standard 
Tax Guide. 


Commerce Clearing House 
Unabridged Federal Tax Service 
for 1924 


Consists of Six Volumes 
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Three Loose Leaf Volumes 
and Three Bound Volumes 


decided in the Federal and State courts on book of its kind giving a complete review 


national 


Vol. V—Bound Book 
Entitled 
545 United States Tax Cases 


and state income and war tax 
laws. The book is intended as a reference 
guide and therefore the greatest effort was 
made to embody all cases. A comprehen- 
sive synopsis and thorough index brings 


of all tax points upon which there has 
been any litigation. With the use of this 
volume and its supplement, explained on 
next page, you can ascertain in a moment 
whether any income tax point has been 
















This book consists of 800 pages 


instant contact to every point of law de- 
and contains briefs of all tax cases 


litigated and how the issue was decided. 
cided in all the courts. This is the only 


Without these two books, this information 


required many days and sometimes 
Six Volumes in The Unabridged Service gives you absolutely complete information weeks of work. 


on U. 8S. Taxes. No other Service in any sense of the word approaches this degree of 
unabridged perfection on this subject. The subscription price of this Service complete 
is $55 the first year, renewable annually at $50. 


Vol. VI—Bound Book 


Entitled Supplement to 545 United 
States Tax Cases 


This book embodies briefs of all tax 
eases decided since October, 1921, 
when the first book of cases was pub- 
lished. It also contains a number of 
earlier cases found since the publica- 
tion of the first volume. An entirely 
revised and extended synopsis, to- 
gether with a new and more compre- 
hensive index based on both volumes 
enables the tax student to rest assured 
that he has absolutely all court deci- 
sions in the possession of these two 
books. 


COMMERCE CLEARING HOUSE, 
67 Wall Street, New York 
Illinois Merchants Bank Bldg., Chicago 


Send me your Unabridged Service for ten days’ examination. If I keep the 
first shipment you may continue the Service and send bill. If I return first ship- 
ment there is no further obligation. 


(Signed): 





